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BRITISH AND METRICAL EQUIVALENTS. 

• A sicca tola = *99814 standard tola=*3743 oz. 
troy (-4107 oz. avoir). 

A standard tola = *4114 oz. avoirdupois = 
11*664 grammes. 

16 chittacks or 80 tolas = 1 (standard) 
ser =2*057 Ibs=*933 kilgrammes. 

40 (standard) sers = 1 (standard or bazar) 
inaund=82*286 Ibs.=37*326 kilos. 

A factory pucca ser =1*86 B5s.= *844 kilos 
= 72| tolas approximately. 

A factory maund = 74*67 Bbs. = 33*87 kilos 
= 36^ (standard) ser. 

A maund of wool = 82 Bbs. = 37*195 kilos=l 
..(standard) maund. 

' A bale of jute contains 40O Bs = 181*44 kilbfe 
= 5 maund. 

INDIAN MONEY. 

3 pies=l pice. 

12 pies = 1 anna (= 4 pice). 

16 annas = 1 rupee. 

15 rupee (pre-war)=l sovereign. r 
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AppiicalioH 

OP THE 


Principles of Economics to Indian Conditions 




ECONOMICS is a Western science in the sense 
" that it has been developed by Western tbint- 
ers. It is, however, sometimes said that "it is a 
Western science in another sense also — that it is 
the science of Western industrialism, or of busi- 
ness as it is done in the manufacturing countries 
of the West, and that its principles do not apply 
to an agricultural country like India. Those. who 
uphold this view point out, in the first place, that 
Economics is based upon certain hypothetical 
assumptions which are not true in the case of India,, 
jand in the second place, that the economic con- 
editions of India are widely different from those 
of European countries. The question whether the 
principles of Economics apply to India is impor- 
tant, for if it can be shown that they are 
inapplicable to our conditions, there would be 
tery little use in teaching such an Economics 
to our students, and it would be necessary to 
evolve a distinctively Indian Political Economy or 
Economics. 

In his essay on “Indian Political Economy,’*' 
which he wrote in 1892, Justice Eanade criticizes 
the hypothetical character of Political Economy^ 
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Political Economy, he says, assumes man to be 
wholly absorbed in the pursuit of wealth and to be 
guided by self-interest in all that he does ; it 
assumes that the good of the society is best 
promoted by the free pursuit- by each individual of 
his own gain ; that the individual is the best judge 
of his own interests ; that all governmental inter- 
ference is necessarily harmful and that labour and ' 
capital are perfectly mobile. These assumptions, 
Banade argues, are not true of any country, and 
in a country like India, “ they are chiefly conspi- 
cuously their absence.” In the following oft- 
quoted passage he describes the conditions which 
determine our economic activity : — 

_ “ The family and the caste are more power- 

ful than the individual in determining his position 
in life. Self-interest in the shape of the desire of " 
wealth is not absent but it is not the only por 
principal motor. The pursuit of wealth is not 
the only ideal aimed at. There is neither the 
desire nor the aptitude for free and unlimited 
competition except within certain predetermined 
grooves or groups. Custom a nd state regulation 
are far more powerM than competition, and 
status more decisive in its influence fHan^ontract. ■ 
N either jia pital nor l abour is mobile and enterpris- 

ing and mtelligenrehough to shift from place to 
place. Wages Md profits are fixed and not elas- 
tic and responsive £6 change of circumstances. 
Population follows its own law, being cut down 
•by disease and famine, while ptodnction k almo^^ 
stafionaryjj the^bumper harvest of one year being 
needed to provide .against the uncertainties of - 
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I 21 a society so constituted* 
the tendencies assumed as axiomatic are not only 

inoperative but are actually deflected from their 
proper direction. You might as well talk of the 
tendency of mountains to be washed away into 
the sea, or of the valleys to fill up, or of the sun to 
get cold, as reasons for our practical conduct 

• within a measurable distance of time.” 

If the Political Economy which is taught in 
our colleges to-day is the same Political Economy 
which Eanade criticized a quarter of a century ’ 
ago, and if the India of to-day is the same India 
which Eanade has described so well in the passage 
quoted above, then it may be said without any 
hesitation that the principles of Economics do' 
not apply to India and that we want an Econo- 

• mics of our own. But, as a matter of fact, both 
Political Economy and our country have much • 
changed since 1892. 

The reaction against the old Political Eco- 
nomy began long before 1892, and Banade in his 
essay refers to it . Bagehot showed that some of 
the assumptions of that Political Economy were 
true.in the case of England, but of few other 
countries. Cliffe Leslie denied that labour 
and- capital moved freely from one trade to 
another even in a country like England. He 
admitted that the migration of labour and capital 
in the home trade and international trade has 
some effect on wages and profits, but he con- 
sidered this effect in both cases to be “ uncertain 
irregular, and incalculable.” He denied that 
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there was an equilization oi wages and prefits m. - 
the home trade which the economists of his tim# 
took for granted. He also denied that the desire 
for wealth was the only motive to wealth prodnc- 
tion. His general conclusion was that the econo- 
mic conditions of a country which determined the 
production, distribution and consumption of 
wealth were “ the result of a long evolution in 
which there has been both continuity and change^ 
and of which the economical side is only a parti- 
qular aspect or phase.” For a proper study of 
the economic problems of a country the study of 
history and of the general laws of society is thus- 
essential. 

Cliff e Leslie belonged to the historical school 
which has done so much to make political economy- 
less hypothetical and more practical. Economics 
also owes much to socialistic criticism of the 
existing individualistic system of production 'and 
distribution. It is now generally recognized that 
the individual is not the best judge of his own 
interests in all cases and that governmental in- 
terference is not necessarily an evil. The state 
interferes frequently on behalf of the worker, and 
with the full approval of the exponents of Poli- 
tical Economy. The “ economi cman ” wljo cared 
for wealth and nothing else,- and who always' 
knew what was best for him, has disappeared 
from the text books of Economics. Economists to- 
day “ deal with man as he is,” not with an “ eco- 
nomic man,” that is,- with a man of flesh and 
blood, with all his vanities,, affections,, and imper- 
fections. The chang.e- in the character- of Politi— 
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eal Economy is- of great significance for us. It 
means that the principles of the science are less 
inapplicable to Indian conditions now than they 
were a quarter of a century ago. So long as 
Economics was based upon the conception of the 
‘ '“ economic man,” it was easy for any one in India 
to- say, “ India does not want this Political Econo- 
my. There are no economic men in India.” But 
our attitude to a science which professes to be 
mankind in the ordinary business of 
life ’’ must be different, unless, of course, we ha've 
reasons for thinking that human nature in India 
is differently constituted from human nature in 
the West. 

We may now briefly describe the change 
which has come over India during the last twenty- 
fivp years. India is passing through a period of 
transition, economic as well as political. Gur 
, political progress during recent years has been 
much more rapid than economic, but the latter, 
perhaps, is of greater importance. The railways 
have... broken down the isolation of the Indian 
village and the Indian village community has 
■ lost its self-sufficing character. Agriculture still 
remains the chief occupation . of the people but 
the number and importance of manufacturing 
industries is increasing- The progress of India 
in commerce and industry is reviewed in sub- 
sequent chapters. 

“Wages and profits” wrOte Banade “are 
‘ fi:xed, and not elastic and reSponsive to change 
■of circumstances.” It may be doubted whether 
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wages, and particnlaxly profits, were* absolutely 
fixed in Eanade’s time; at the present time 
neither wages nor profits are fixed. Since 1892 
prices of all articles have risen enormously in all 
parts of the country; with prices, wages, urban as 
well as rural, have risen, though more slowly* 
The rise in wages, except under exceptional circum- 
stances favouring the wage-earner, is, as a rule, less 
rapid than that in prices. The increase'in the pro- 
fits of agriculture has been enormous. The great 
-and general rise of prices and wages in India shows 
that the influence of custom as a determining 
factor in - economic matters is declining. 
prices and wages are now for the most part "com- 

.petilive, not customary. Customary prices a^ 

wages remain unchanged over long periods of 
time — that is no longer the case with wages and 
prices in India. Thanks to the increase in ..the 
‘facilities of comnaunication and transportation, 
the mobility of labour and capital has increased. 
iCash payments have taken the place of payments 
|in kind in villages. For example, the Punjab 
Wages Census of 1917 showed tiiat purely grain 
wages were paid in only one per cent, of the 
reporting villages. The development of the nail- 
I way system, the increased use of money, and the 
spread of education, have all tended to break up 
Ijhe influence of custom. 

As regards the influence of custom on wages 
Mr. Bannerjee says : — 

“ Custom was the chief regulator of wages in 
India till the middle of the last century, Now-a- 
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days, however, .they are governed more by com- 
petition than by custom, but still they are not 
so elastic and responsive to changes of circum- 
stances as in Europe or America. The fluctuations 
in the rates of wages are slight — the deviations 
from the usual wages levels of any particular 
locality are always confined within narrow limits. 

towns, owing to the ever increasing demand 
for labour, competition has now established itself 
as the determining factor in wages,^ but in the 
country, especially in the remote villages, custpfa 
continues to govern \he“earnings of labour to' a 
large extent. -The economic theory that wages 
depend on demand and supply of labour is as > 
true in India as elsewhere, but the law finds here ‘ 
a limited scope for its operation.” * f- 

The reports of the Wages Surveys taken in 
1911 and 1916 (in the Punjab in 1912 and 1917)i, 
however, show that the fluctuations in the rates 
of wages are not slight but considerable. 'Custom, 
for the most part, has ceased to govern the 
earnings of labour, whether in the town or in the 
country. The law of supply and demand, the 
reports of the Wages Surveys show, has plenty of 
scope for its operation in Inia. 

Eor a long time pustomary 
and invariable. The existence of customary rents 
in an agricultural country where the people live 
in small isolated, self-dependent village commu- 
nities is natural. But our customary rents, unde:!^ij' 
the influence of changing economic conditionsi; 

* A Study of Indian Economics, p. 59 ' 
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gradually beeame competitive. Mr. Baden PoWell 
says 

But some years ago, the rents were still 
very much customary rents, i.e,, they did not 
represent anything like a competition rental 
value of the soil. As however time went on, this 
feature began to disappear ; land came to be more 
in demand for a largely increasing population ; 
the rents paid gradually becanie m!ore and 
more proportion ate to the real value and advant age 
of different soils in different situations.” 

Competition for land and with it the fehts, 
in fact, increased to sucn an extent that the 
Cfovernment had to interfere oh behalf of the 
poor tenants. The object of the tenancy laivs iS 
to limit the operation of the law of supply and 
demand in regard to land. 

The applicability of the Kicardian doctrine 
of rent to Indian cohditions has been questioned 
and it is asserted that rent forms part of prices 
in India. The Bicardian doctrine of rent is very 
simple. Briefly, the rent of any land, according to 
Bicardo, cultivatiolri 

measures the differential 
advantages which the land in question enjoys 
over the worst land contributing to the supply 
at the time. It is difficult to understand how 
this doctrine does not apply in the case of India; 
All lands in India are not of the same degree of 
fertility and all are not equally desirable from the 
j situational point of view. It follows that the yield 

^ Land Eevenue in British IM&, p. ISO* 
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pbf me lands i]QLU^^ be greater than that of others^ If 
* the yield of ah acre of land A is greater than that of 
B, taking both situation and fertility into account, 
;^and the difference between the yield of A and B 
is 50 maunds, then 50 maunds Will be the rent of 
.A, supposing B to be the marginal land which, 
in view of the demand for the produce of land, 
it is just worth While to cultivate. Now it is a 
matter of indifference whether this 50 maunds is 
iretained by the cultivating tena;nt of A, or whether 
:any portion of it, or the whole of it, is^ taken 
away by the landlord or the Government! The 
50 maunds is the rent of A, in whatever manner it 
be shared between the tenant and the landlord, or 
between the tenant, the landlord and the Govern- 
ment. How is the Bicardian law of tent inapplic- 
able here ? If competition among the tenants is 
.keen, the whole of the rent may be appropriated 
by the private landlord, or if the tenant holds 
land directly from the State, the exacting State 
landlord may detnand the 50 maunds as rent. 
Tn India t he Government has by law limited the 
amount of rent which private landlords can 
demand from their tenants. Suppose the landlord 
^cannot take nibre thah 30 maunds out of the 
-surplus ; the remaining 20 maunds of the surplus 
will be retained by the tenant. The SO maunds 
which the landlord has feceived may be now 
*divided in any proportion between the landlord 
and the Government. 

Custom cannot abolish rent ; it ohly affects 
the division of it between the tenant and the 
ilandlord. Bent would still exist even, if cbm- 
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petition among the tenants were wholly non- 
existent. The only difference between customary 

I and competitive rents is that, in the one case, the 
j greater portion of the income from the land is 

I retained by the cultivators, while in the other^ it 

goes into the pockets of the landlord. The amount 
of the income derived from any piece of land 
. must depend, whether rents are customary or 
competitive, upon the differential advantages in 
production which it enjoys over the worst lands 
' in cultivation at the same time. Further, whether 
rents are paid by the tenants in kind or in money, 
IJ does not affect the main principle. 

1 Professor Gilbert Slater of the University of 

I * . Madras published in 1918 the first volume of an 
V I extremely interesting study of the economic 

conditions of some South Indian villages. The 
, ; investigations, in most cases, were made by 
Indians under the direction of Professor Slater* 
4 ! Among other things we learn that the amount of 
rent paid for land m ^ villages depends upon 
the nature of the land. In the village Dusi in 
_ ^ the North Arcot district, we are told, the rents 
paid by the tenants are always in kind. When 
’ j the landlord supplies everything and the tenant 

^ I supplies labour only, the landlord takes five-, 

sixths of the produce. When the tenant supplies 
everything and cultivates the land at his own 
cost, the landlord takes less. What is important 
for our purposes is the fact that the^ amount 

of rent varies according .to. the. fertility of. the 

landA'..- In Palak Kurichi village in the Tanjore 
district, ‘‘Eent is invariably paid in kind, the 

, , I 




• , 

. n 


4 , 



INDIAN POLITICAL ECONOMY, 1 1 

rate varying according to fertility, facility of 
irrigation and convenience.” In the Thettupalli 
village in the Chittoor district the rent for the 
dry land is E.s. 1-5-2 and for the wet land 
Es. 2-11-0 per acre. 

Again, it is difficult to see why rents founded 
on custom should form part of the price of 
agricultural produce while competitive rents do 
not. If rent is a surplus above cost, it cannot 
affect price, w^ehther the amount of rent is fixed 
by custom or competition. 

In the view of Justice Eanade also rent forms 
part of price in India — not, however, because our 
rents are founded on custom. He says : — 

, The Eicardian theorj^ that economic rent 

does not enter as an element of price, admittedly 
ddes not apply when all occupied land has to pay 
monopoly rent to the state landlord. There is no 
competition among landlords in this country, for 
there is only one true landlord, and the so-called 
land-tax is not a tax on rents proper, but fre- 
quently encroaches upon the profits and wages of 
the poor peasant, who has to submit perforce to 
a loss of status and accommodates himself to a 
•• lower standard of life as pressure increases.’ 

It may be questioned whether the State in 
India is the universal landlord. As Mr. Baden 
Powell says, the State is the immediate owner of 
particular lands, and of all waste and unoccupied 
land. But as regards cultivated land in villages 
and estates, the State is not the owner — ^‘‘the 
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’Mtmost it does is to regard the land as bypothe- 
oated to itself as security (in the last resort) for 
the land revenue assessed on it.”* Mr. Baden 
iPowell’s view is that the land revenue may be 
a’egarded as a tax on agricultural incomes. Where 
the State receives the land revenue directly from 
•;the cultivator, the tax according to the official 
■view, does not exceed 50 per cent, of the “ net 
assets ” of the estate, which are defined as “*the 
average surplus which the estate may yield after 
deduction of the expenses of cultivation including 
■profits of stock and wages of labour.” Where 
the State deals with the cultivator through a 
landlord, it takes about half of the rent received 
py him. If we accept the official view as to the 
ancidence of laud revenue on rent as correct, then 
the amount taken by the State is merely a certain 
l^rtion of the surplus produce of the land, and 
the tax does not encroach upon the profits and 
wages of the cultivator. If the official view is 
incorrect, then it only means that the State takes 
more than the surplus, and the price of corn 
must rise. The Eicardian law of rent does not 
say that if a tax is imposed upon the rent of land 
which exceeds the amount of the economic rent 
and encroaches upon the normal profits of th-e 
culti-^tor, the price of corn will not be affected. 

■J. he Eicardian theory of rent is concerned simply 
with the surplus above cost, and if it is a true 
Surplus, a tax of even 100 per cent, on it would 
not, directly, affect price. 

* land fievenue in British India, p. 49. , 
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It can, however, be argued that if there werei i 
no tax, the cultivator would have some surplus i 

money, which he might invest in agricultural i 

machinery or in improving his land. The supply I 
' of corn may thus increase and its price fall. The^ 

remission of the heavy tax on agricultural incomes’' 
may, indirectly, affect the price of corn, provided^ 

V . the landlords make use of the revenue relinquished. 

by the State to increase the productivity of the 
land. 

Another theory which is said to be inappli-* 
cable to Indian conditions is the Bicardian theory 
of value. As regards the effect of increased cost; 
of production on prices in India Mr. Datta of the 
Prices Enquiry Committee says : — 

‘‘ It is true that just as a rise of prices leads- 
to a rise in the cost of cultivation, so does a 
rise in cost of cultivation in its turn, ordinarily' 
react on the price level and cause it to rise. The • 
circumstances of India are however exceptional- 
in this matter. The Indian cultivator is generally 
uneducated and incapable of forming any estimate 
of his cost of cultivation. Himself and the whole* 

I of his family are generally employed either on 

the field or in tending his cattle, and he hardly ' 
ever realizes what he would have to pay if he 
|had to employ hired labour for his work. He 
fis content so long as his fields and his cattle 
bring him the bare means of subsistence and 
enable him to pay the rent of bis lands. Hipl 
lands have a special interest to him, and when 
he finds that the yield of bis fields is not sufficient’,.. 
he does not hesitate to run into debt to provide 
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himself with his necessities, the most important 
of which are the means of cultivating his lands, 
to which he sticks as long as he is not compelled 
by his creditors to part with them. Thus, in 
' India, it is not the producer who fixes the price 
of his produce after calculating the cost of pro- 
duction, but it is the competition among the 
purchasers, or, in other words, tde demand which 
j;:regulates the price. The cost of cultivation has 
" not, therefore, much influence on prices in 
. India.”* ^ 

r Hr* IMarshall has compared the eflect of 
utihty and cost of production on value to the 
action of the blades of a pair of scissors in cutting 
a piece of paper. Both the blades are wanted 
for cutting; the scissors, would not cut if it con- 
sisted of only one blade. True, the upper or the 
lower blade may be held still while the cutting is 
effected by moving the other, but both the blades 
must be there. Mr. Datta’s view that the Indian 
cultivator is incapable of forming any estimate 
of his costs of production, and that prices in India 

are regulated by demand, means that the cost of 

production blade of our pair of scissors is practi- 
cally useless. But I very much doubt whether the 
Indian cultivator, though illiterate, is as ignorant 
as Mr. Datta imagines. He does not, as a rule 
keep accounts, but in most cases he knows 
approximately what the expenses and proflts of 
cultivation wi 1 be. knows which crops ^re 
more profitable and. wfircTf-.Tess. In some p arts 

' of JPrioes in India, pp. 
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of the country there has been some substitution 
of non-food crops for food crops. How can 
a farmer decide to grow cotton instead of wheat 
if he is incapable of forming any estimate of the 
costs and profits of cultivation in the two cases ? 
Professor Slater’s '‘Economic Studies” referred to 
above, throws some light on this point. One of 
the subjects of investigation was the cost of culti- 
vation per acre of wet, dry and garden land. 
The book gives many estimates of costs and profits 
of cultivation ; in some cases these estimates were 
obtained from villagers. “ T was able to get the 
actual cultivation account of a person who owned 
1*82 acres of the best land in the village (Gropa- 
lasamudran — Tinnevely district) which was worth 
E,s. 6,325”,*^’ says Mr, K. Eama Chandram. The 
estimates of the costs and profits of cultivation 
in the Gangai Kondan village were obtained 
Ircgn the villagers ; a cultivating landowner — a 
Brahman — was able to give an account of the 
cost of cultivation of his three-acre farm. Mr. 
K. S. Narayan Murti gives an account of the 
expenditure for ten acres of an average ryot, 
obtained from four ryots of the village Vunagatla 
in the Kistna district. Many other such instances 
could also be given. It would be queer indeed 
it our cultivating farmers did not know anything 
about costs and profits of cultivation. The 
'very fact that they substitute one crop for another, 
according as some prices rise and others fall, 
^shows that they are not so simple as we may be 
•disposed to regard them. 

__g_ ^ ■ 
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' Cost of production influences price by limiting: 
jsupply. If price is greater than cost, supply 
increases ; if it tends to fall below cost, supply 


I' contracts. Every one knows 


with 'the in- 


'|crease in the external and internal demand for 
food and other raw produce, and the consequent 
rise of prices, the area under cultivation has 
, increased. Inferior lands have been brought 
I pnder cultivation, and the yield of these inferior 
lands has, to some extent, lowered the average* 
yield of land per acre. Again, while discussing: 
the probable effects of the imposition of an ex- 
port duty on food grains, Mr. Eatta says that if 
prices fell it would no longer be profitable to. 
cultivate the inferior lands which would then soon 
go out of cultivation and there would be a per- 
manent decrease in the produce of food grains 
in India, and in consequence a rise in the prices.**'^' 
If the area under food grains increases or decreases 
according as the profits of cultivation increase or 
decrease, how can it be said that cost of cultivation 
has not much influence upon prices in India ?' 
] The profits of cultivation’ depend upon the 
' difference between market prices and costs. A 
rise in the costs of cultivation diminishes profits; 

■ in the same way as a fall of prices. The higher 
the costs, the lower is the profit, price remaining: 
the same. If costs of cultivation rise owing to the 
scarcity of labour and plough cattle, unless price 
rises, it will become unprofitable to cultivate some 
lands. Mr. Datta admits that if the prices of 
food grains fell on account of the imposition of an. 

^Report on the Enquiry into the Rise of Prices in India, p. 88. 
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export duty, the supply of food grains would 
decrease. But it cannot decrease if our farmers 
are incapable of forming any estimate of cost of 
' production and if they would go on cultivating 

their lands as before, whether price was greater 
or less than cost. 

There is also an indirect relation between the 
cost of production of one food grain and the price 
of another. If for example the cost of production 
of wheat per acre, as compared with the price of 
wheat, is low, while the cost of production of, say, 
barley, as compared with its price, is higher, tha 
area under wheat will tend to increase at the 
expense of that under barley. The shortage in 
the supply of barely, as compared with the 
demand, will cause its price to rise. 

It must, however, be admitted that our inter- 
* provincial trade seems to conform more to the 
Taw of comparative costs than to that of cost ol* 
production. The tendency to substitute non-food 
crops for food crops implies that in each province 
?there is some competition between the different 
branches of agriculture and that they do not form 
I water-tight compartments. The mobility of? 

m capital, and particularly of labour, however, be-| 

' tween the different provinces seems to be small, | 
. though statistical material for a proper scientific^ 
study of the question does not exist. India is a 
( * large country inhabited by different peoples, 
speaking different languages, professing different 
^ faiths and differing from one another in many 
other respects. It is not surprising that the 
mobility of capital and labour between the different 
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provinces is small. Even in a country like Eng- 
land it would be wrong to assume that capital and 
labour move easily and quickly from one trade to» 
another. We have also to remember that accord- 
ing to an English authority on the subject, trade 
between England and Ireland is rather interna- 
tional than national, even though some important 
features of ‘foreign trade ’ are absent. Simi- 
larly the different provinces of India may be 
regarded as so many different ‘ nations ’ in the 
economic sense of the term ; the trade between 
them is international rather than national. 



The term ‘ Indian Economics ’ has come into 
general use in India but the connotation of the- 
term is vague and indefinite. It is very often 
said that the principles of Economics are “ abso- 
lutely inapplicable ’’ to Indian conditions, and a 
demand is made for an “ Indian Economics 
whose principles would apply to India. T^he 
demand, as we have seen, is partly due to a miscon- 
ception of the true character of present-day 
Economics^ There is only one science of Econo- 
mics and it is based on the fact that human 
nature everywhere exhibits the same characteristics 
and that the chief impulses which lead to pro- 
duction, consumption, exchange and distribution 
of wealth are the same in all countries. It is,, 
of course, not implied here that a tariff policy, or 
a tax system, or currency arrangements which 
■are best adapted to the needs of one country^, 
must necessarily be the most suitable for another 
country. It is also not suggested that there are- 

Ba^tablo’s Intemationiil Trade, p. 11» 
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-mo differences in the economic organisation of 
Tarious countries. As a matter of fact, such 
differences may be found to exist in different 
parts of the same country, Bombay and the Punjab,, 
for example. The claim, however, for a separate 
Economics for each country would only be justi- 
fied if it could be shown that the analysis of 
economic motives and the formulation of economic 
uniformities, ■which make up the science of 
Economics, possess only a local, not a universal 
value. 

Again, it is sometimes said that opinion in 
India on such questions as the nature* of’ land 
revenue, fiscal policy, currency reform, attitude of 
the State to industries, is sharply divided, the 
non-official view being generally opposed to -the 
official view, and that the trend of economic 
thought in India is slowly hardening into a 
school.” In this sense Economics in India may 
be divided into an Official Economics and 
a Non-official Economics.” But so far as the 
present writer is aware, no claim has ever been 
made by official writers that they form any kind 
of school, ” and as for the ‘‘ Non-official school 
of Economics, ” it comprises many different, and 
sometimes mutually contradictory opinions on 
. many different economic problems of India. In 
this sense it would be more correct to speak, not of 
one but about a dozen schools ” of Indian 
Economics. 

There is a sense, however, in which the use of 
the term '' Indian Economics ” is permissible. 
Economists in many parts of India are busy 
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oollecfcing facts relating to Indian economic life* 
One of tlie most interesting books dealing with 
Indian economic life is Professor Slater’s '‘Econo- 
mic Studies.” Studies of this kind show how the 
laws of Economics work in India. It should not 
.be supposed that they will, some day, become the 
basis of a new science of Economics ; their chief 
value consists in explaining and illustrating the 
operation of economic laws in India. " Indian 
Economics ” thus means a mass of statistical and 
other material which would be of invaluable help 
in the solution of Indian economic problems. It 
does-not^mean a science with peculiar laws or 
principles, or any proposed solutions of Indian 
economic problems, or any new method or 
methods of dealing with them. 


I 



Indian versus Western Industrialism 

It has been explained that India is slowly 
changing. The industrial India of to-day is not 
the sam-e-as the India of Ranade’s time ; as com“- 
pared with the state oTihings 50 or 60 years ago, 
the change would appear to be still more remark- 
able. The economic transformation of India has 
bpgun. Labour and capital are concentrating in 
factories, competition between steam power and 
hand power is increasing. The cond^^^^ 
and work in some of our large towns already 
resemble those of the industrial towns of the West. 
Industrialism has also brought in its train indus- 
trial disputes. Its good as well as evil effects are 
beginning to be felt. As yet, however, the eco- 
nomic revolution has affected only a small portion 
of the industrial field. Agriculture, our great 
industry, remains unaffected. M any manufac- 

turing industries use hand power ; the weaver is 
flourishing. But what is to be India’s industrial 
goal ? Will it be capitalistic farming and capi- 
talistic industry as in the West ? If so, would the' 
change be for the better ? Or shall we, for a long 
time to come, remain, as we are now, a pre- 
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dominantly agricultural people, with a small 
number of power industries, but a large number 
of cottage industries; with a small number of 
large towns and a small industrial population ; a 
country exporting chiefly food grains and raw 
produce and importing chiefly manufactured goods? 
It is legitimate to ask these questions ; it is not 
easy to answer them. 

, There are some of us who are only half 
reconciled to the idea of Western industrialism. 
W^estern industrialism, they say, is not suited to 
the conditions of India. The line of industrial 
evolution, in the case of each country, should be 
adapted to the peculiar conditions, physical, moral 
and social, of that country. Qne^ m meat is 
another naan’e poison. -Capitalistic industry may 
be 'a good thing for Western countries, but ft 
does not follow that it is a good thing for us. 
And has not capitalism promoted class war and 
set man against man, master against labourer ? 
Besides it presupposes certain habits of mind and 
morab qualities which we lack. We have our own 
social environment, with the moral conditions 
which it implies. ‘‘ Western industrialism says 
Professor Eadhakamal Mukerjee “presupposes 
existence of other moral qualities and a different 
social environment. As long as there is no fund- 
amental agreement of these in India and the 
West, the line of economic evolution will be 
different.” * 

Professor Mukerjee believes that our economic 


'^Foundations of ludiaa Ecouomics, p. 338. 
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‘Organization arid social envirGnmerit, together 
with the moral qualities on which they are based, 
hie fundamentally different from those of the 
West. The more important points of contrast, 
between Indian and Western industrialism, as 
indicated by Professor Mukerjee, are given below. 

1. ‘" The Western people's attitude towards 
the satisfaction of wants is different. They believe 
in the multiplication of wants. A higher social 
position in the West implies a higher grade of 
oomfort, luxuries and conventional needs. To ttie 
Indian, on the other hand, there is only one plane 
of living, one standard of consumption in theory. 
In India, comfort, and not luxury, is sought for, 
■^d'^tlie ideal of comfort is the same for all classeT 
in society. The same ideal of plain living and " 
high thinking dominates all. The respect for man | 
as man, and for the ideal of self-denial as the I 
means for the realization of God in man, the I 
two striking characteristics of the Indian outlook / 
of life, have their influence on the system, of m 
industry.”* Again, 

“India can never wholly lose her discipline 
■of the limitation of wants and the concentration 
of activities for the development of the soul. To 
' India, the mystery and grandeur of the limitless 
vistas of the development of the soul are far more 
inspiring and fascinating than the mastery over 
.external physicar nature.” t 

2. The Indian economic organization is 
based on land, and the land basis is * enpsychic.^ 

^Ibid. p. 324. 
fltid. p. 468. 
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Agriculture is a school of the virtues of sobriety, 
forethought and mutual helpfulness. Success in 
agriculture implies only the exploitation of nature. 
Urban economic prosperity, on the other hand, 
is based on the exploitation of man. Bural economy 
prevents the waste of friction due to the conflicts 
of interest among individuals and groups, and 
brings about social harmony in industry. The 
land as the basal factor of economic life is the 
best insurance against class warfare and the. 
cbnseq.uent economic instability due to the irregu- 
lar and inequitable distribution of income. That 
is endemic.*’ ^ 

In the Indian industrial world there are no 
disputes, strikes or lock-outs, because here man 
is not engaged in exploiting man. ^^The middle- 
man, the trader or the money-lender in their 
dealings with the craftsman are always straight- 
forward. They do not exploit the labourer but 
maintain him. The craftsman looks tow^'ards 
them with due reverence. Indeed all the relation- 
ships which are entered into in the industrial world, 
e, gr., between debtor and creditor, employer and 
employed, master, artisan and apprentice, artisan 
and trader, landlord and tenant, and their res- 
pective duties and obligations, call for a perpetual 
exercise of the social virtues and humanities.” t 

3. ^‘In the West,” says Professor Mukerjee, 
the problem of dist^ib^utm is subordinated to 
the probleinrof/the production of wealth.’’ In 

*lbid. p 327, 

fibid, p. 435 
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India it is otherwise, India is much more busy 
with the problem of the distribution of wealth than 
with the problem of production. What wealth 
she produces she attempts to distribute equitably 
amongst all classes of society, and this is the 
object.which her socio-economic institutions like the 
joint family and caste, her system of land tenure 
and law of inheritance, her social and ethical 
ideals, seek to achieve.” * 

Western industrialism being unsuited to 
Indian conditions, India will follow her own line 
of economic evolution. There will be no con- 
centration of labour and capital in a few large 
cities as in the West. Industries will be carried on 
in villages as well as in towns. Cottage industries' 
will be strengthened and further developed.-*' 
Manufacture will be combined with agriculture!.. 
Tha small peasant proprietor will not disappear 
he will, on the contrary, find his position 
improved. In the ideal state of things each 
family in the village wall be more or less, self- 
supporting. Each will have a small plot of land 
and two or three looms driven by motor or 
electric power That is how Professor Mukerjee 
proposes to combine agriculture with cottage' 
industries. 

Professor Mukerjee’s description of Indian in- 
dustrialism is more or less idealistic. It does not 
correspond to facts. The motives to economic 
activity in India are essentially the same as those 
which operate in Western countries, though Pro- 
fessor Mukerjee thinks they are radically different- 

p. 333. 


1 -^ 


■26 INDIAN WBSTBBN INDD.STBIAWSK 

Human: nature here is fundamentally the same 

■as in the West. Professor -Muker 3 ee contrasts the 

limitation of wants which Hinduism preaches 
■with the multiplication of wants m the West. 
How far is the limitation of wants practised in 
India ’ It is true that many people in India are 
■satisfied “ if they can get a morsel of food twee a 
•day without being borrowers to anybody. i neir 
■contentment, which Professor Mukei']ee ascribes 
to racial habit, is largely the outcome of poverty. 
It would be interesting to know the number of 
people possessing wealth and property who strive 
t^o realize “ the ideal of self-denial as the means 
for the realization of God in man-” Par be it, 
■from me to deny that,,, there are many noble men 
and women in India who do not care for wealth. 
Such men and women are to be found in every 
..country. Economics is not directly concerned 
'’with them. It is chiefly concerned with the vast 
^ majority of the people in every country in whose 
.case the desire for wealth is one of the strongest 
incentives to activity. It cannot be denied that, 
in this desire for wealth the vast majority of the 
'people of India, of every religion and of every 
class of society, find the main spring of their 
activity. There is only one plane of living, one 
standard of consumption, in India, says Professor 
Mukerjee ; but “ in theory,” as he is careful to 
add. As a matter of fact, there are many planes ' 
•of living and many standards of consumption in 

India. The ideal of plain living and high think- 
ing does not dominate all; it dominates a few 
individuals here and there. Professor Mukerjee’s 
view seems to be that our economic : organization 
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iSj somehow, spiritualistic, while that of the West 
is materialistic. But it may be doubted whether 
an average individual in India, engaged in any 
industry, whether agricultural or manufacturing, 
is much more • spiritualistic than an average in- 
dividual in the West. It is all very well to talk 
.about “ the limitless vistas of the development of 
the soul,’’ in which the Indian is supposed to find 
his source of inspiration, but one should not forget 
that this kind of talk is unpractical, and that it^ 
does not help much in the solution of the real 
problems of the country. 

Professor Mukerjee thinks that in our system, 
based as it is on land, there is only exploitation * 
of nature by man, and no exploitation of one 
•.class by^ another. Again he ignores facts. How 
does Jibe absentee landlord of Bengal live? What ^ 
work does he do ? What about the majority of ’ 
the Talukdars of the United Provinces, and the 
rent-receiving classes in other parts of India ? 
Again, while it is true that the rise of prices has' 
enriched large cultivators, it cannot be denied 
that agricultural labourers have not shared in 
their prosperity. On an average the unskilled 
agricultural labourer earns about eight annas 
“daily ; in some parts of India he earns much less. 
The rise of prices has reduced his real wages. 
’While he has helped to make the fortunes of lar|e 
voultivators, he himself remains sunken in poverty. 
Is he not exploited by those who employ him? 
‘There are no strikes and lock-outs in the agri- 
4cultural industry, not because there is any real 
concrete equality between man and man in the 
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Indian economic organization,” but, because 
our labour is not organized. If organizations of, 
agricultural labourers and rural artisans were in 
existence at the present time, their wages would 
not have been so low as they are. It is wrong 
to think that there is no conflict of interests in 
the Indian system. The landlord cannot do- 
without the labourer, nor can the capitalist 
employer do without the factory hand. And yet 
wherever labourers work for a master, whether 
•in the factory or in the field, a conflict of interests 
arises and exploitation begins. It will be said 
that the number of labourers in India, whether 
urban or rural, is comparatively small, and that, 

• for the most part, people here work on their own 
account. That is true enough, but we are in no 
case justified in ignoring the Indian labourer — he 

Jorms part of our population and he is the poorest 

* member of our community. 

Wealth is produced in India by a large 
number of men each working independently., \ j 
It is the production of wealth by free men.” I 

This system has its advantages as well as its ^ 
defects. The average size of the holding in India 
is small. The resources of the Indian cultivator 
are small and his power to make improyements" 
is very limited. Almost every small cultivator is 
in debt. A Punjabee cultivator, when asked about 
the cause of his indebtedness, replied that he had 
to repair his kuchcha house. How’ can you expect 
a cultivator who has no money to repair his house, 
to make improvements? He cannot buy agri- 
cultural machinery and- he cannot try experiments., 
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Wealth is produced in India by free men, but 
the amount of wealth that is produced is small. 

Nor is the Indian economic organization so 
stable as Professor Mukerjee seems to think. “The 
Indian economic system never gets out of joint. 
Economic disasters are unknown in India.” One 
wonders if Professor Mukerjee is talking about this 
India of ours or some other India which his own 
imagination has created. Agriculture is the most 
precarious of all industries, since it depends on 
an uncertain rainfall. Our economic system gets 
out of joint very frequently indeed. A farnine 
is an economic disaster and famines are only too 
common in India. What Professor Mukerjee means 
by saying that our economic system is to be re- 
garded “ not as the temporary equilibrium of 
.rival forces, but rather as the permanent equili- 
brium when motion and energy are restricted 
in their operation in their proper spheres,” is 
difficult to understand. There are, of course, no 
strikes and lock-outs in the agricultural industry 
because of the absence of combinations of labour 
and capital, but a study of the history of Indian 
famines would show how very unstable the 
equilibgum of economic forces is in India. Capital 
may p^suade labour to work by reducing the 
pumber of hours of work, or by offering a higher 
monetary reward for labour. But nature cannot 
be persuaded to work when she is not in the 
mood. Two or three famines, following close 
upon the heels of each other, would absolutely 
ruin the cultivator and reduce the rural labourers 
to beggary. It is this instability of the Indian 
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economic organization which is the chief c^iiso of 

the instability of Indian finance. 

It is interesting to learn that the Indian 
craftsman is maintained, not exploited, by his 
friends, the money-lender, the middleman and 
the trader. The craftsman looks towards the 
money-lender “with due reverence,” and the 
money lender, we suppose, loves him asa brottier. 
Whv is so much written about rescmng the 
craftsman from the clutches of the money-lender 
when ti'.e money-lender maintains the craftsman 
and the craftsman looks towards the money- 
lender “ with due reverence ” ? According to 
Professor Mukerjee, there is no exploitation of one 
class by another in the Indian system, but he 
must know that the rate of interest charged by 
money-lenders, in many places, is as high as db, 
48, or even 60 per cent. There are many methods 

of exploitation besides wage-slavery. 

I In what sense can India be said to be more 
busy with distribution than production ? Not in 
the sense that there is any real equality of vvealth 
in India. An equitable distribution of wealth does 
not, of course, mean equality in distribution, but 
:if wealth were more equitably- distributed among, 
all classes of the community we should hear less 
■about Indian poverty than we do. Not that India 
is not poor. The official estimate of the average 
annual income per head of the whole Indian 
. population in 1898 was only 2, or 2^ rupees 
monthly. According to Professor Slater of Madras 
,the;,income per head has increased ; his own 
■estimate of the average income per head in 
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Madras, in 1916-17, is Es. 72. Assume that the 
average income' per head for the whole of India 
has risen to Es. 72 annually, or six. rupees 
monthly. In order that the average should be 
Es. 6, if many earn more than Es. 6, many more 
must earn less than Es. 6. Inequality of income 
causes inog jialit v of we alth. Before an^™"ohe 
would persuade us to believe that the present 
distribution of wealth in India is equitable, he 
would have to convince us that the inequality of 
incomes in India is in all cases due to justifiable 
■ causes. 

We have tried to show that the motives 
which lead to the production of wealth in India 
are the same as in the manufacturing countries 
of the West ; that there is the same inequality 
in the distribution of wealth in India; that there 
is ti,he same exploitation of labour by capital, and 
that the economic organization of India is even 
more unstable than that of a manufacturing 
country. We should cease to think that the 
Indian system, since it is based on land,, 
is Superior to the Western, or that our sytem is 
founded on justice or equality while the Western 
is based on exploitation and iniquity. Professor 
, Mukerjee describes in his book the appalling 
poverty of the labouring classes in the West. Is 
the labourer in India, whether urban or rural, 
more prosperous ? The... laboureiy in England or 
America is. housed, fed, clothed and' 

educated than the Indian labourer. There is un- 
employment in Western countries, but the amount 
of this unemployment is small as cqmpared with the- 
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imemployment caused by a single famine in India, 
It may also be pointed out that labourers in India, 
being spread over the 'whole country, will find it 
difficult to combine. Trade Unions are easily 
formed in a manufacturing country, for in such 
a country labour is concentrated in towns. Trade 
Unions have done a good deal, both directly and 
indirectly, to improve the conditions of labour. The 
position of the craftsman in the domestic system of 
industry is, generally, not a happy or a comfort- 
able one. He depends on the money-lender and 
the middleman, and more often than not, he is 
exploited by both. As the craftsmen work in 
•their homes, it is impossible for them to know 
as much about prices, wages and the conditions 
of the market as the middleman. A clever trader 
can easily play off one craftsman against another. , 
The sweating system is the product of the domes- 
tic organization of industry. It cannot floifrish 
where a large number of labourers work together, 

.as in a manufacturing town. 

Machinery, it is said, dehumanizes labour. 

Tt makes work mechanical and has a narrowing 
effect upon the mind of the worker. It may be 
argued, on the other hand, that with the intro- 

duction of machinery the demand for skilled^ 
labour has increased; that some machinery is** 
highly intricate and requires a high degree of 
intelligence, mental alertness and resourcefulness 
on the part of the operative. The objective gains 
of machinery are immense. Hours of work in 
all trades in all manufacturing countries have 
become shorter. Means are being devised for the 
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settlement of industrial disputes without recourse 
to strikes and lock-outs. Attempts are also being 
made to make industrial towns healthy and beau- 
tiful. Altogether the labourer in Western 
countries has not much to complain of. 

Those of us who are opposed to Western 
industrialism and want India to pursue her an- 
cient line of economic evolution, should remember 

two things : flrstly,„^&^^ agricultural country 

means a poor country and that the growth of 
civilization with all that it implies depends upoh 
the growth of town life, which, in its turn, depends ^ 
upon the growth of industrialism; and secondly, that / 
the days of India’s economic isolation are long since/ 
over, and that international competition will forced 
her, and is forcing her, to adopt Western methods 
of production, whether she likes it or not. The ‘ 
economic future of a great country cannot be FasecH 
upon band weaving and hand spinning, when other 
countries with which it competes have increased 
their productive power a thousand fold by tho ' 
use of complex machinery. It is also useful to 
remember that, as shown by the war, our bank- 
ing and currency system, our credit organization 
and our markets are bound by the closest ties 
with those of other countries. The connection 
*of India with the Western world is a fact of great 
economic importance. It is essentially wrong to 
think that methods of production and forms of 
economic organisation imder which wm prospered 
ifdur hundred years ago are, for that reason, the 
\inost suitable to-day. The economic salvation of 
India lies in the gradual assimilation of ‘what is 




34 


INBIAil t?. ^ESTEKB INDUSTRIALISM 


best in Western industrialism and in the adoption 
of methods of production which ‘ universal ex- 
perience has proved to be the most scientific and 
economical, and of forms of business organisation 
which would bring her more into line with West- 
ern countries. 









1 General Yiew of Indian Prices 


In his interesting work '' Stabilizing the 
Dollar ” Professor Pisher compares Indian prices 
with English prices from 1861 to 1912 in order to 
show that when, a country shifts from a gntd 
to a silver standard, and from a silver to a gold 
standard, as did India, its price movements shift 
likewise He finds that there was some simi- 
larity between Indian and English prices in th'e 
periods 1861 to 1873, and 1894 to 1912, but little 
• similarity in the period 1874 to 1893, the chief 
exceptions being the years 1874 to 1878, w^hen 
the two curves show similarity instead of dis- 
similarity, and 1894 to 1899, when the curves 
show dissimilarity instead of siinilarity. 

From 1861 to 1873 European prices were 
rising. The rise in fact commenced much earlier,, 
in 1849. It was chiefly due to the great increase 
in the world’s gold supply, consequent upon the 
^.discoveries of Australian and Californian gold 
fields. The rise of prices in India was due to the 
large influx of silver which began about the time 
of the Mutiny, and which the cotton famine caused 
by the American War of Secession stimulated* 
The opening of the Suez Canal, which linked 
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Indian markets more closely with the markets 
of the world, also tended to raise prices. In 
particular years, as 1864, 1866, and 1869 the rise 
was accentuated by famine. The rise of the index 
number from 98 in 1863 to 115 in 1866 was due 
to famine. The famine of 1869, again raised the 
index number from 98 in 1868 to 105. 

A heavy and almost continuous fall in Euro- 
pean prices commenced in 1873, which lasted till 
1896. During this period the gold price of silver 
also fell heavily. How did the fall in gold prices, 
and particulary the fall in the. gold price of silver, 
affect Indian prices ? 

The table given at the end of the chapter 
shows the movements of Indian and English prices 
from 1873 to 1885. With certain exceptions the two 
movements were similar. During the whole of this 
period Indian prices were gradually falling. The . 
exceptions are the years 1877-78, when Indian 
prices rose on account of famine, while the in'dex 
number of English prices registered a fall of 7 
points. There was also a small rise in 1874 and 
again in 1884. On the whole prices fell, the 
amount of the fall in 1885, as compared with 
the year 1873 being 13 points. 

A fall in the gold value of silver must affect 
the prices of commodities, which enter into in- 
ternational trade, in gold and silver using" r 
countries. If gold prices remain constant, then 
silver prices would rise, for, except during 
a short period, the silver price of a commodity 
in a silver-usihg country, and its corresponding 
gold price in a gold-using country cannot 
differ by more than the cost of transporta- 
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tion between’ the two countries. If, while 
the gold price of silver was falling, gold prices in 
England had remained stationary, prices in India 
would have been forced to rise. But gold prices 
fell with the gold price of silver. In such a case 
adjustment takes place either by silver prices 
remaining contstant while gold prices fall, or by 
some degree of fall in both gold and silver prices. 
Silver prices would particularly tend to fall if the 
degree of the fall in gold prices was greater than the 
degree of the fall in the gold price of silver. Now, 
as a matter of fact, the fall in English prices was 
much greater than the fall in the gold price of 
silver, as can be seen from the following indejc 
numbers : — 


Year. 

* 

Sauerbeck’s 
index number 
of gold prices. 

Gold valued 
of silver. 

1873 

100 

100 

1874 

92 

98 

1875 

86 

96 

1876 

86 

89 

1877 

85 

92 

1878 

■78 

89 

1879 

75 

86 

1880 

79 

88 

1881 

77 

87 

1882 

76 

87 

1883 

74 

85 

1884 

68 

85 

1885 

65 

,82 


^ Modern Currency Eeforms by IS. W. Kemmerer, p. 18 . 
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By the year 1885, while the 'gold value of 
silver had fallen 18 per cent, the fall in English 
prices was no less than 35 per cent. Tne inevit- 
able adjustment took place in India by a fall in 
silver prices. Tne tendency towards such an 
adjustment must have been strengthened by the 
closer linking up of India with England made » 

possible by the great development of steam 
traffic, the rapid progress of railway construction ; 

in India, and the cosiderable fall in sea-freights [ 

which -occurred during this period. On the 
whole it cannot be said that Indian and English 
price movements in the period 1873 to 1885 were 
dissimilar. 

During the next period of ten years, from 
1886 to 1895, Indian prices were much affected 
by scarcity conditions in some parts of the country. 

The index number for food grains rose continu- 
ously from 100 in 1885 to 1‘23 in 1888, and again 
from 119 in 1889 to 148 in 1892. The rise in 
the prices of food grains and other agricultural 
produce tended to raise the general index number. 

During the period 1887-92 there was no fall in 
English prices — prices at first rose a little and 
then remained stationary. But 'while English 
prices fell continuously from 1892 to 1896, the 
movements of Indian prices were irregular, the 
index number first rising from 98 to 102, and then 
to 105, falling to 102 again, and again rising to 
104 in 1895, and 110 in 1896. 

The Indian mints were closed to the coinage 
of silver in 1893, and the exchange value of tne 
rupee was fixed at Is. 4d. Exchange, however. 
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'Showed little tendency to rise immediately to the 
•official rate, aOd it continued to be low till 1895 
when it reached its lowest point. Then it began 
to rise, and in the latter part of the year 1897 
it nearly reached the 16(^. par. In January 1898 
it touched Is. 4zd. though in the following months 
it was more frequently a little belovv^ Is. than 
a little above it. The whole period from 1895 to 
1899 was a period of the appreciation of the rupee, 
that is, its purchasing power in terms of gold 
increased. Was there any tendency tov/ards arise 
in the purchasing power of the rupee in terms of 
•commmodities also ? 

The famine of 1896-97 falls in this period, , 

and, in consequence, food prices in 1896 and 1897 . | 

were very high, the index number for food grains 
xising to 156 in 1896 and 209 in 1897. If due 
allowance is made for the influence of the famine, 
tb^ tendency of Indian prices was on the whole 
downward. Professor Kemmerer shows that if the 
prices of cotton, opium, linseed, jute, jute-gunny 
bags, tea, cotton yarns, tea-cloth, indigo and hides 
are considered, it is found that, with the exception 
of jute, all prices were lower in 1897 than in 1896; 
that with the exception of cotton, jute, and 
and cotton yarn, all prices were lower in 1897 
than in 1895, and that all but three (tea, indigO' 
and cotton cloth) were lower in 1898 than in 
1897.^ There was thus, on the whole, some ten- 
dency towards an increase in the purchasing 
power of the rupee in terms of commodities at the 
very time when the rupee was appreciating in 
,, terms, of gold, that is, a tendency to an invers e 

* Modern Currency Keforms. p. 6i. 
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correlation, with a lag, between exchange rates 
and general prices. Professor Kemmerer how- 
ever, is careful to point out that the correlation 
was not appreciable. It should be remembered 
that the rate of exchange is determined by the 
demand for and the supply of foreign bills repres- 
enting the right to receive so much gold in a 
, " foreign centre, and as such it is subject , to 

peculiar influences of its own. A fall of prices 
in India may not be accompanied by a fall in 
the price of gold in terms of the rupee in the 
short run, and a rise of general prices, owing to 
/ ; a redundancy of the currency, or any other cause^ 

i i will not necessarily, in the short run, depress 

; . exchange. This fact deserves emphasis, as the 

; stability of exchange during 1899 to 1912 has 

! been used as an argument against the possibility 

{ , of the currency having become redundant during 

this period. This point is discussed more fully« in 
chapter V, 

European prices reacJied their lowest level 
in 1896, after which they commenced to rise. 
The rise was almost continuous till the out- 
' ' break of the European war when a new period 

f in the history of world’s prices begins. Indian 

prices also rose in this period, and what is most 
I strange and almost inexplicable, the risein Indidn % 

prices was greater than in any other country of 
’ the world. This is shown by the tables given 
below. In Table 1 the average for 1895 is taken 
“ as 100 ; in Table II the year 1896 is taken as 
the base year for European countries, and 1894 
for India, Indian pM^^^ wmie lowest in 1894 • 
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The year 1893 would not be a good base for 
Indian prices, 'as on account of the famine of 
1896-97, prices were abnormal in that yeai\ 

Index numbers of wholesale prices. 
TABLE !• 



United 

Kingdom 

Sauerbeck. 

France. 

Germany 

U.S.A. 

India, 

1895 

100 

100 

100 

100 

100 • 

1896 

99 

97 

99 

95 

111 

1897 

100 

99 

102 

94 

135 

18?8 

103 

103 

108 

100 

122 

1899 

110 

113 

113 

108 

121 

1900 

121 

120 

120 

118 

141 

1901 

113 

114 

116 

116 

125- 

1902 

112 

111 

113 

120 

129 

1903 

112 

114 

119 

121 

135 

1904 

113 

113 

120 

120 

124 

1905 

117 

114 

124 

124 

135- 

1906 

124 

125 

134 

130 

151 

■ 1907 

130 

132 

145 

139 

155’ 

1908 

118 

119 

131 

130 

165 

1909 

120 

121 ; 

135 

135 

155 

1910 

127 

134 

140 

141 

154 

1911 

130 

137 

152 

141 

156 

1912 

137 

i 

... 

145 

165 


\w 
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TABIjE II. 



United 

Kingdom 

Srmerheck. 

■ 

Prance. . 

Grermany. 

U.S.A. 

1 

c8 

• 1-H 

ra 

1—4 

1896 

100 

100 

100 

100 

]894 = 
100 

1897 

101 

102 

103 

99 

141 

1898 

104 

107 

109 

104 

128 

' 1899 

111 

116 

114 

112 

127 

1900 

122 

125 

122 

122 

148 

1901 

115 

118 

117 

120 

141 

1902 

113 

115 

114 

125 

135 

■ 1903 

113 

118 

121 

126 

130 

1904 

115 

116 

122 

125 

129 

1905 

118 

118 

125 

128 

141 

, 1906 

126 

129 

136 

135 

158 

1907 

131 

136 

146 

144 

162 

1908 

119 

124 

132 

135 

173 

1909 

121 

126 

137 

140 

162 

1910 

128 

132 

141 

146 

161 

1911 

131 

141 

154 

142 

164 

1912 

138 



151 

173 


Table 1 shows that in 1911 Indian prices^ 
rose 56% as compared with the 30% rise of 
prices in England, 37% in France, 41% in the 
United States, and 5‘2% in Germany. Table IL 
shows that the percentage rise was for India 64, 
Germany 54, U.S.A. 42, France 48, and Eng- 
land 31. 
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The rise of prices in particnlar years was 
due to famine, but it is generally true that after 
1905, prices after a famine year do not return 
to the old level with the return of favourable 
agricultural conditions- What is the explanation 
of the great rise in Indian prices ? Was the rise 
due to the linking up of the Indian monetary sys- 
tem with that of the gold using countries of the 
world through the gold exchange standard ? In 
view of the fact that the rise of prices inindia was 
greater than in those countries, this explanation 
seems to be inadequate. The Prices Enquiry Com- 
mittee was justified in concluding that since some 
*of the factors which raised prices in other countries, 
*as protection and monopolistic combinations, were 
non-existent in India, some other special influences 
must therefore have been at work here to have 
raised the price level to a height considerably 
:above that to which it could have been raised by the 
influences that have caused a general rise through- 
-out the world 

I have tried to show that special causes were 
at work in India which raised our prices above 
ithe level of European prices.t These causes 
were connected with the nature of our monetary 
^ ^system. The whole question of the Indian mone- 
tary standard in relation to its effect upon prices 
-deserves to be carefully studied. The gold ex- 
change system may enable a silver using country 
to secure stability of exchange with gold using 
countries, though recent experience disproves 



* Report, p. 


t See Chapter V. 
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this, but stability of exchange is npt the only test 
of the soundness of the gold exchange system. 

And it is true that a currency of token rupees, 
does not fluctuate as a currency of full value coins 
which can be melted or exported, would fluctuate, 
it may well happen, that while world prices in I 

: the coming years fall, as they are falling, our I 

* prices may become stationary at the present • 

level with a tendency to rise. j 

\ ' Before the war Indian prices were rising 

inore rapidly than European prices ; during the war 
the movement was reversed. The fact that Indian 
prices rose more slowly during the war than 
. ’ European prices led the well-known American 

^ ’ economist, Mr. W. C. Mitchell to suppose that 

commercial organisation in India was less . 
advanced and that custom still played an impor- 
tant part in economic and social life. In ' his 
International Price Comparisons, ’’ Mr. Mitchell 
compares Indian and American price fluctuations 
during the war and thus comments on the result : — 

j Oriental prices in the past have moved more 

r sluggishly than occidental prices. Commercial li 

[ organisation is less advanced and custom plays a 

i larger role in economic as well as in social life., 

I The remarkable fact brought out by the Japanese 

and ludian comparisons is not that increase in 
price was less than that in the distant seat of 

I war or in America on which the beUigerents 
were drawing so heavely for supplies from the- 
beginning of hostilities. It is rather that the 
1 revolution of European prices caused by the war 
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•affected so powerfully the economic fortunes 
of the brown and yellow millions on the opposite 
side of the globe.”'^ 

Now, as we have seen, it cannot be said 
about Indian prices that ‘‘ in the past they have ^ 

moved more sluggishly than occidental prices.” 

Indian commercial organisation may be less ^ ■ 

advanced than the American or European, and /* ■ 

there is much economic friction in India. That, 
however, did not prevent Indian prices from 
rising more rapidly before the war than European* 
prices. The slower movement of Indian prices 
during the war was not due to the influence of 
custom or defects in commercial organisation, as 
Mr. Mitchell supposes. The causes which raised^ : 

prices in Europe and America were also at work 
. in India, but in a much attenuated form. The 
great rise of prices in Europe was due to paper 
inflation and in America to gold inflation. There’ 
was inflation in India, but its extent was much 
less than in Europe and America. This simple fact 
largely explains why the movement of our prices 
was slower than that of European or American" 
prices. 

Western writers have always regarded India 
as a land of custom and tradition. Mr. Mitchell 
^ •finds that Indian prices rise less than American" 
priees, and he quietly assumes that it must be due’ 
to custom. It does not occur to him that the 
effect mignt be due to other causes of a wholly 
different nature. Similarly Professor Kemmerer, a ‘ 

* InternatioDai Price Comparisons by jyir- W. 0. Mitcbell 
p. 37. 
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close student oj. Indian currency problems, in 
accounting for tbe absence of any appreciable, 
correlation between the rise in exchange and tha 
fall in prices during the period 1895-99 invokes 
the aid of custom : — 

“ W idle there are forces that tend to cause 
a rouva correlation between the two movements, 
the price movement tends to lag behind the 
‘exc .ange’ movement, and the response is par- 
ticularly slow and impeded by economic friction 
in a country like India, with its isolated com- 
TnnTiities. and its respect for custom. ^ 

And again, 

“ Wi ile India’s exports and imports in the 
absolute are large, still, in the mam, the people 
of India live on their own products, and a large 
part of those products run their life Listory from 
.production to consumption in a ■ very Bmali 
territory. They i.ave only the remotest connection 
With foreign trade, gold, and the gold exc. .anges.”t 

One familiar with the Indian economic con- 
ditions at the present time would be inclined to 
regard the extravagant empnasis placed on the 
isolat: on of communities and on custom as not 
true to fact. So far as , the determination of 
prices is concerned, particularly the prices -of - 
commodities which are exported and imported, 
tliG mfluGHCG of custom in India is neither greater 
nor lees ttan in other countries. The mcyements 
of our prices before the war sho'v^ that India is no 


Vi ^ -xo i-uvreacy Reforms, p. 63 
t ibid, p 
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longer an isolated country. Theje are no isolated 
communities in India. India is covered by a net- 
work of railways which have closely inter-connect- 
ed the remotest parts of the country. The isolation 
of the Indian village is a thing of the past — it was 
broken by the railways. That the price movement 
should have lagged behind the exchange movement 
is not incomprehensible. That would be so not 
only in India but in the most advanced country 
in the world. It is also not true that a large part 
of our products have only the remotest connec-. 
tion with foreign trade, gold, and the gold ex- 
changes.” Almost all important food grains and 
raw materials are exported in large or small 
quantities ; all kinds of manufactured goods are^ 
imported. The extent to which we do not live 
on our own products, particularly as regards 
manufactured goods, was realised fully during the 
war? Foreign trade has a good deal to do with* 
the prices of our food grains and our raw produce.- 
The prices of millets like j war and bajra may not 
be directly governed by the world price, but they 
are influenced by fluctuations in the price of wheaL 
And the effect of the sensational rise in our 
exchange in 1920 to 2s. 10^^. and the equally 
sensational drop in exchange, in 1921 to Is, 2^?,^ 
upon our export and import trade and the prices 
of exported and imported articles is only too 
wellknown. 

India is changing very rapidly, politically as 
well as economically. The .semi-mediaeval con-- 
ditions^wFich .most European writers imagine 
exist .in India, have;, study of 
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iprices alone would show how very different India 

of to-day is from the India of fifty years ago. 

I may also say a few words here about the 
effect of the rise of' prices. There is a general 
■acfreeihent now that the rise in the price of food 
grains is not an unmixed blessing to an agricul- i 

tural country like India. It enriches the large I 

fariUGr who has a good doal of land and "who pro- I 

duces more than he consumes. But India is a f 

land of small farmers— the average' size of the 
'holding here is small, and on account of the laws 
regarding the sub-division of land, it tends to 
<^row smaller. The Babington Smith Commfftee 
recognised (and the views of the Committee 
•were fully accepted by the Government of India), 
that “The agriculturist who has little surplus 
produce to sell and lives on what he produces, * , 

would, in so far as he maintains himself on his 
'own produce, is unaffected by a rise in the price 
of food stuffs” and that very often the increase 
in' value benefits, not the cutivator but the : i 
money-lender, who makes advances to tlm culti- ' 
vator for his maintenance and seed. The Go- 
vernment of India in a memorandum submitted ' 
to tbe Committee stated that “ There is no 1 
longer any room for doubt that the resultant | 

increase in the expense of living due to the high ' | 

prices of food grains, also of other necessaries, | 
such as cloth, kerosine oil, and the hardship which f 
the increase has entailed on the poorer classes and 
those on fixed incomes, has been a veryimportant 
factor in promoting unrest and discontent. 

• Ohe is glad tp note that the Government of 
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India and official writers generally take a more 
sensible view of the whole question now than they 
did sometime ago. Not long ago the theory was 
propounded by Mr. Datta of the Prices Enquiry 
Committee that rising prices were beneficial to an 
agricultural country. There can hardly be any 
doubt,” he said, ‘‘ that in an agricultural country 
like India, rising prices would be beneficial to the 
country as a whole. The view that the greater 
portion of the community is benefited by falling 
prices, Mr. Datta thought, was applicable to an 
industrial country, not to an agricultural country 
like India, where 7 3 per cent of the population are 
dependent upon agriculture. Mr. Datta estimated 
that about 70 per cent, of the population benefited 
by the rise in prices before the war. Butina 
memorandum which he prepared for the Babing- 
ton? Smith Committee we find Mr. Datta speculate 
ing as follow^s regarding the effects of the rise in 
the prices of agricultural produce : “ A consider- 

able proportion of the agriculturists and labourers 
live from hand to month, and the unprecedented 
rise in the prices of the bare necessaries of their 
lives is pressing very hard upon them. The only 
classes of agriculturists who are able to sell a 
. considerable share of their own produce and thus 
get a substantial income are those who grow rice 
in Burma, wheat, cotton oil-seeds and jute, and 
even many of these cultivate these things only to 
a comparatively small extent, and were able to 
save little or nothing in pre-war times. The total 
acreage cultivated with these crops is only about 

^ Kepoit on the Enquiry into the Eise of Prices, p. 136. 
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25 per cent, of the total cultivated area, namely 
xice in Burma 4, vrheat 9*5, cotton 5*0, oil-seeds 
5 *1, and jute 1, so that high prices may at best 
henefit only 25 per cent, of the agriculturists, or 
about 12| per cent, of the whole population. In 
many of these cases, ignorant and un-educated as 
the great majority of them are, the profit accruing 
from high prices have not reached them, but have 
only filled the pockets of the middleman and 
exporter. A fall in prices will therefore be Wel- 
lcome to probably about 85 per cent, of the 
population.’’ 

It is somewhat difficult to understand why, 
ii 70 per cent, of the population were benefited by 
the rise in the prices of agricultural produce in 
pre-war days, 85 per cent, of the population 
should welcome a fall in prices now. The per- 
-centage of the total area cultivated with * 1106 , 
w^heat, cotton, oil-seeds and jute was not higher 
b^ore the war when Mr. Datta made his investi- 
gations. One would also think that the Indian 
cultivator was not less ignorant and un-educated 
in the pre-war days than now, and, therefore, it 
was not more difficult for the middleman and the 
exporter to cheat him of his legitimate profits 
than at the present time. More than four years* 
ago the present writer criticised the theory of the 
Prices Enquiry Committee (accepted by the Go- 
vernment of India) that India being an agricul- 
tural country, the rise of prices must be beneficial 
to the country as a whole. The subject is dis- 
cussed more fully in its proper place, and it is not 
necessary to quote those views here. But it may 
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he well to remind all those who build nice theories 
of the prosperity of India's small farmers on very 
slender evidence, of the views of Hassu, a small 
farmer, who, when questioned on the subject, said, 

Mian bechan tan melmgiyai da savad ae ; 
dane khahe joge nahin lionde ; sanu mehngiyai da 
hi savad aa,* 


Index Numbers of Prices in India and England^ 


Year. 

India. 

England 

(Sauer- 

beck). 

Year. 

India. 

■ 

England 

(Sauer- 

beck). 

1861 ... 

90 

88 

1873 ... 

100 

100 

1862* ... 

90 

91 

1874 ... 

101 

92 

1863 ... 

98 

93 

1875 ... 

94 

86. 

1864 ... 

111 

95 

1876 ... 

90 

86 

1865 ... 

107 

91 

1877 ... 

104 • 

85 

1866 ... 

115 

92 

1878 ... 

106' 

78. 

1867 ... 

108 

90 

1879 ... 

104 

76- 

1868 ... 

98 

89 

1880 ... 

104 

79' 

1869 ... 

105 

88 

1881 ... 

96 

77 

1870 ... 

102 ' 

86 

1882 ... 

92 

76 

1871 ... 

93 

90 

1883 ... 

89 

74 

1872 ... 

98 

98 

1884 ... 

91 

68 


rise of prices would mean sometliiTig to me if I had any- 
thing to sell. What I produce is barely sufficient for my own 
consumption. The rise of prices means nothing t© me. 
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Index Numbers of Prices in India and 
England — conoid. 


India. 

England 

(Sauer- 

beck.) 

Year. 

India. 

87 

65 

1902 

105 

89 

62 

1903 ... 

99 

91 

61 

1904 ... 

101 

96 

63 

1905 ... 

110 

101 

65 

1906 ... 

129 

100 

65 

1907 ... 

137 

98 

65 

1908 ... 

138 

102 

65 

1909 ... 

124 

106 

61 

1910 ... 

122 

102 

61 

1911 ... 

129 

104 

57 

1912 ... 1 

137 

110 

56 

1913 ... 

143 

113 

55 

1914 ... 

147 

96 


1915 ... 

152 ■ 

96 


1916 ... 

184 

116 


1917 ... 

196 

110 


1918 ... 

225 ' 


Prices before 1861 


Who has not heard old people in the Punjabj^ 
may be a grand-father or a grand-mother or a 
*great-grand-uncle — say that when they were young, 
living* was not so costly as now, that on Es. 25 - 
a month one could live in a fair degree of comfort, 
and on Es. 50, like a prince ? That the prices of 
the necessaries of existence were almost incredibly 
low in the early days of British rule in the 
Punjab and in Sikh times, is shown by the avail- 
able statistics of early prices and incidental refer- 
ences in books of travel. Travelling through the 
hill tracts of the Punjab on his' way to Kashmir 
%ia Jammu, in 1835, Baron von Hiigel on en- 
quiry found that the price of rice in the village of 
Hablihatty, near Bilaspur, was 5 seers for a 
‘ pack a ’ pice. He says : — 

It was the rice crop. I asked a peasant 
whether it was a good one. He said ‘Yes,’ and 
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on my further questioning him I received the 
answer that 5 seers (10 lbs.) of rice cost one i 

“packa’pice. I found this to be very little, but j 

pretending that I considered it to be high, I said, j 

‘ I see that you take me to be a European who 

does not know the prices ; from an Indian you 
would not demand so much.’ The peasant laughed 4 

and said that I was right.” t ' 

Baron von Hugel noted the disinclination of ■ 

the people in the hills to hard work. This he 
attributed to the cheapness of the necessaries of 
. existence, particularly food grains, which enabled 

i . j I a coolie by working one day in a month, to procure 

» ; j ■ enough food for himself and his family for the 

j i; i whole month. He says : — . | 

“ In the Pxmjab coolies are usually not - paid | | 

anything at all. They are compelled by the | A 

G-overnment, without whose permission no one is I 

allowed to travel in these parts, to work for 
nothing (beyar). However, I did not wish to take 
advantage of this system, but to pay the poor 
men their proper wages. The wages for a day’s 
work, thanks fro the low price of rice, are equal to 
the quantity of rice sufficient for not only the j 

coolie but his family, for a whole month.”* ' i 

Some tables of early prices in the Punjab are 
given at the end of the chapter. These figures 


t Kaanhmir nnd daas ]foiob der Siek, Vol 1. p. 65. ; 

* £Udf p* 67. 4 
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deserve a careful study. The tables show that 
prices in good years before the era of railways 
were very low, and that the fluctuations of prices 
from year to year, were, not infrequently, great 
and violent. Price movements were most irregular. 

The export of food grains, though it ' is undoubt- 
edly responsible in a large measure for the rise of 
prices during the last forty years, still exercises a 
steadying influence on prices in the sense that it 
prevents large irregular oscillations. Prices do 
not fall heavily w^hen the harvests are good ; nor 
do they rise sharply when they are poor. But it 
was not so three quarters of a century ago. For 
example, the quantity of -^heat sold for a rupee in 
Montgomery fell from 47i'seers in 1848 to 23 i seers 
in the following year. It increased to 37i seers in 
1850 but fell to 20 seers in 1851 and rose to 52i seers 
in 1852 — a fall in price of more than 60 %. In the 
town of Haripur Hazara the price of wheat in 1852 1 

was a little less than 8 as. a maund ; in 1853 it 
rose to a rupee. In 1860, in the same place, the price f 
was 12^5. a maund and in the following year two 
rupees — -a rise of 166 per cent in one year. There 
were also great variations in prices in different 
places at the same time. Pakpattan, Dipalpur, and 
Hujra are in the same district — ^Montgomery, but 
in the year 1849, while wheat sold at 42 seers a i 
rupee in Pakpattan, the ayerage quantity to be 
obtained for a rupee in Hujra and .Dipalpur was 
23i seers only. Mandal and Muktsar are both in 
the Perozepur district, but differences in prices 
in the two places, as shown by the figures given 
below, were sometimos considerable. 
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Seers per Bupee. 
Wheat. 



Mandal 

1847 

... 36 

1848 

35 

1851 

•40 


Muktsar 

... 21 

24 

21 



Gram. 

1843 1845 

1854 

1857 

; ' 

Mandal 

34 42 

37 

60 

■f 

Muktsar 

72 126 

90 

108 

-i 


J war- 

1853 

1857 

1858 

I ! 

Mandal 

... 80 

100 

90 

i 

Muktsar 

... 124 

63 

140 




Differences in prices between two distant 
places were, as might be expected, still more 
remarkable. To give one or two instances, barley- 
sold at the scarcity price of 18 seers per rupee in 
Panipat in 1860, while no less than 101 seers 
could be obtained for a rupee in Mamdot Ilaqa.. 
The price of rice per maund in Pakpattan in 
1855 was about 9 as ; in Haripur Hazara, it was 
exactly four times as high. 

Such differences in prices are unknown tor 
day. Prices, of course, are not exactly the same 
in all parts of the province, but ordinarily they 
do not differ by more than the cost of trans- 
portation. In those days each place had to be 
more or less self-sufficient, as means of communi- 
cation were few. A good harvest gave a surplus, 
but there were no means of getting rid of the 
\\ surplus, and prices fell. In a bad year scarcity 
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caused prices to rise, but there was little importa- 
tion of food from outside. The sufferings of the 
people when scarcity amounted to famine were 
terrible. In the ‘ San Chalisa ’ famine (1733. 
A. D.), price of wheat in the Sialkot district rose 
to 18 seers, then to 6 and finally to. IJ seers, 
Numbers of people fled to Cashmere,’’ says 
Mr. Prinsep in his Eeport on the Eevised Settle- 
ment of the district, (dated 1851) ‘‘ and there 
was great mortality over the land.” In the 
‘Dus Maha’ famine of Sambat 1869, (1812.A.D.), 
wheat sold at 6:i* and Bajra 8 seers. “ It was’ 
remarked that a new grass was produced over the 
country on which people subsisted, and they gave 
it the name of * Gharoshune’. In the next 
famine of Sambat 1890 (1833 A.D.), wheat sold at' 
8 and 10 seers. “ The distress in this District,” 

* says Mr. Prinsep, “ was very great, and had been 
aggravated by the very heavy assessment which, 
preceded it. People remember it as the ‘Mur- 
kuneewala’ year from a shrub which grew abund- 
antly, and which was mixed up with the food 
eaten.” Famines visit the land very frequently 
even now, but generally speaking it is true that 
deaths by starvation have become a rare occur- 
rence, and that people are not reduced to the 
necessity of subsisting on shrubs and grass even 
*in the worst famine. 

The chief feature of the early Punjab prices 
is the great fall which occurred in the first three 
years after annexation, and which was the cause 
of no small amount of embarrasment to the 
Government. Fixed money assessments wero 
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Bubstituted for grain payments in 1847, but th© 
prices assumed for the assessment of land- were 

too high. “ Collections became difficult says 
Mr Prinsep, ** I had to give large remissions ; 
and from that date, 1851, till 1868, the effects 

of former high settlements were felt on all sides. 

In the Churkuree Mehal, particularly, people 
absconded, wells were lying neglected, and no- 
thing short of immediate relief would have saved 
the Trrigated tract ; and to give this the new 
assessments were more expeditiously brought 
about.” 

The land tax was reduced everywhere. “In 
the whole of the Punjab the reduction of the land 
tax may be estimated to be equal to twenty five 
per cent, exclusive of any extras which may have 
been levied.” says the General Eeport upon the - 
Administration of the Punjab for the year 1849-50 
and 1850-51. In spite of the reductions com- 
plaint on the part of the agriculturists were “ loud 
and general”. The chief cause of their distress 
was the fall in prices. Production had exceeded 
consumption and there were no markets to which 
the surplus could be exported. The causes of 
agricultural distress are well analysed in the 
Administration Eeport (1849-50 and 1850-51) ; — 

“ Por the three first years after annexation ' 
the harvests, with a few isolated exceptions, were 
remarkably favourable. For twenty years, the 
agriculturists declare, they had never witnessed 
such crops of wheat and barley. Not only did 
the unirrigated lands usually under cultivation 
yield a particularly large return, but- cultivation 
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was groatly extended. Lands which in ordinary 
seasons were seldom sown, gave large returns* 
These circumstances, joined to the general peace 
and security of the country and the fact that 
large bodies of disbanded soldiers and discharged 
employees had to tarn attention to agriculture 
for a subsistence, all contributed to cause so great 
an increase of produce as to reduce prices to an 
unprecedented extent. The result of these diff- 
erent causes has doubtless been that production 
has exceeded consumpton, and hence that while 
an abundance of food exists, there is not a sufficient 
market to secure its sale at remunerative prices. 
No countries surround the Punjab to which any 
great quantity of grain could be exported. To 
the west the disturbed state of Afghanistan and 
the difficulties and the cost of transit must prevent 
the export of food. To the south are Sindh and 
Bhawalpur, the former producing more than ’it 
consumes, the latter a poor and thinly peopled 
tract. To the east is the Jullundher Doab, dense- 
ly peopled, but so fruitful in its own soil as fully 
to support the inhabitants. To the north are 
the hills whose inhabitants have not the means 
of purchasing our surplus produce 

The writer of the report, evidently did not 
foresee the rise of the great export trade by sea 
which now carries away all our surplus food and 
even more to foreign lands. The net-work of 
railways which connects the principal markets 
of the Punjab with Karachi did not then exist. 
Thirty years later, however, we find a settlement 
officer thus predicting the future course of the 
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pxices of food grains and justifying the Bric-es: 
that he had adopted for assessment :* 

+ I ^hink that the adopted prices are 

too high , They rather err on the side of lowness 

the ney?9n ® average prices current of 

the next 20 years will show considerably higher 

and'theTh® railway to larafLe 

ffJ^ain to?f ^ increased facility for, exporting 
gram to Europe will most certainly tend to keen 
up the price of food grains in the Punjab. It will 

price ot wheat falls to the point at which it be 

conies proatable to export it to Europe be 

exported and prices will hardly ever fall below 

werat 0 / the Jhanj District of the Punjab, by E.B 
Steedman Esq., Settlement Officer). 

The price of wheat in the Puniab to-dav i= 

determined by the world price of wheat an/ as 

the price of wheat regulates the prices of inferior 

a« °°n^inued to be low till about I860 

after which they began to rise. Eor the first 
two or three years after i860 the rise was due 

tLiTS ■? '>»* ■* “ I'os'iiy 

tmde/cf m,r““ "• “P'y'i 

prices? causes of the rise of 





PBICES BEFORE 1861 


61 


'i*r 





The improvement of communications was 
undoubtedly ah important cause of the rise of 
prices/’ ‘*Tbe opening of the Sindh Punjab and 
Delhi Eailway, which took place about twelve 
years ago”, says the Settlement Officer, Mr. T. 
Gordon Walker, in the Fwal Beport on the 
Ludhiana District (1878-83), '‘has by extending 
the market for the produce of the district, once 
and for ever, one might say, brought up prices. 
The principle that supply follows demand has been 
establishing itself in practice and nothing short of 
a decided fall in the value of agricultural produce 
all over India, and we may add Europe, will make 
prices recede towards their old level.” 

The opening of the Eewari Ferozpur Eailway 
caused prices to rise throughout that tract. The 
peasants of even out-of-the-way villages carefully 
watched the state of the market and brought their 
grain long distances to sell for cash at the market 
rates in Sirsa and Pazilka. The ordinary rate 
of carriage was one anna per maund per stage of 
' ten or twelve miles, and the differences in prices 
between different parts of the Sirsa district were 
never for any length of time greater than this. 
When there was demand towards Sindh, the pea- 
sants within reach took their grain to Pazilka, and 
if the demand was towards Delhi, grain went to 
Sirsa. 

The state of things in other districts of the 
province was similar. As more and more places 
got linked on to the central markets and sea-ports 
by the railway, the wide fluctuations in prices, 
such as were common before 1860, ceased. 
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Another cause of the rise of prices wa-s the 
increase in the circulation of money. In the S>e- 
port on the Revised Settlement of the Shahpuf 
District, dated 1866, “the large influx of silver from 
Europe going on” is mentioned as one of the 
causes of the rise of prices. During the cotton 
famine of 1859-60, India, it is estimated, imported 
jS 63,000.000 worth of silver. “ This enormous 
addition to the circulation of the country drove up 
prices with a rush, and before equilibrium had 
been restored, the introduction of steam carriage 
from Delhi threw open the markets of the world 
to India, and perpetuated the high level which 
had been reached. The famine of 1869 created 
a temporary disturbance, but for the first five 
years the seasons have been fair, the opening of 
the Punjab Eailway in 1870, has completed the 
connection between Lahore and Bombay and 
prices have stood with an extraordinary steadiness 
at what may be considered their normal rates”* 

The increase in the circulation of rupees, which 
was made possible by the heavy imports of silver, 
tended to raise prices throughout India. The ex- 
tent of the rise is shown by the statistics of early 
prices of food grains in the United Provinces pub- 
lished by Sir Theodore Morison in his “ Industrial 
Organization of an Indian Province.” But after . 
the Mutiny money was more plentiful in the Pun- 
jab for special reasons. Before the Mutiny the 
Indian portion of the army employed in the 

^ Report on the Ee^ised Settlement cf the Karnal distiact 
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Punjab, was largely Hindustan ee, A considerable 
share of the Punjab revenues was paid to them 
as their wages, of which they spent a part in the 
Punjab, and remitted the remainder to their homes* 
Many lakhs of rupees were thus annually drained 
from the Punjab. After the Mutiny the soldiers 
from Oudh were replaced by Punjabees; many 
thousands of Punjabee soldiers were also serving 
abroad. ‘‘These men’’, says the Punjab AAminis* 
tration Bejport for 1856-57, and 1857-58, ‘'not only 
remit their savings, but also have sent quantities 
of prize property and plunder the spoils of Hin- 
dustan, to their native villages”. 

The increase in the cost of cultivation must 
have also played some part in raising the prices of 
agricultural produce. Some settlement reports give 
- the prices of plough cattle and agricultural imple- 
ments, which show that costs of cultivation were 
much lower before 1860 than in the period subse-' 
juent to that date. The price of a plough bullock 
in Hot Khai (Simla district) was Ks. 5 in -1849 
and Es. 10 in 1883. The price of a bullock- 
in Jhelum, Find Dadan Khan, Chakwal and 
Tallagung at different dates is shown in the 
following table : — 


• 

[ At the end 
of Sikh rule 

1858 

1 

1877 


1 Bs. 

Es. 

Es. 

Jhelum 

25 

40 

55 

P. i). Khan... 

15 to 30 

30 to 40 

20 to 90 

Ghakwal ... 

i ' 

16 

45 

Tallagung ... 

1 ■ : 15 . 

22 

26 


* Settlement Eeprrt, Jhelum District, 1881. 
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* Settlement Eeport, Gujrat district, 1874, The figures for 1920 
were obtained by my pupil, L. Earn Nath of Gujrat.., 
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The Settlement Officer of* Kama! had 
much to say in his Eeport for that district 
(1872-80) about the increase in the cost of 
cultivation. In his opinion the cost of cultivation 
had risen to a greater extent than the rise in * 
the value of agricultural produce. The price of 
cattle has probably doubled since 1840 ; at any 
rate that of the more valuable cattle which are 
needed for working the deep well and still soil of 
the Bangar and Nardak, and which are for the 
most part not bred at home. And if the people' 
are to be believed, the cost of all implements 
of: agriculture has increased in almost like propor- 
tion! The demand for fuel and the extension of 
dultivation have rendered the materials dearer, 
the enhanced cost of living has raised the price of- 
labour and the tendency which has so strongly 
marked our rule of late years to substitute con- 
tract for status and competition for custom has 
in some not inconsiderable measure, relaxed the 
cuptomary obligations which bind the village 
labourers and artificers to the communities among 
whom they dwell.’' He also pointed out that the 
extension of cultivation had led to the substitution 
of stall feeding for grazing, and that the price of- 
water had increased since 1842 by 15Q per cent. 

' It has been argued by some economists that 
the increase in the cost of cultivation is the result 
and not the cause of the rise in the price of agricul- 
tural- ppduce io India, The right view, however, 
s’dems to be that the rise in the cost of cultivation 
is a cause as well as an effect, and that the rise 
in price and the increase in the cost of production 
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mutually influence each other. The extension 
of cultivation after 1860 led to an increase in the 
demand for labour, plough cattle, and agricultural 
implements, and their prices rose. The price of 
agricultural produce also rose, the rise being 
partly due to the increased cost of cultivation. 

To sum up : There are two chief features of 
the early history of our prices, the heavy fall of 
prices in the first three years after the annexation 
of the Punjab, and the gradual rise of prices aftpr 
1860. The causes of the rise, briefly, were 
improvement of the means of communication 
which made it possible for the farmer to dispose 
of his surplus at remunerative prices, the increase 
in the volume of the circulating medium and the 
rise in the cost of cultivation. 

WAGES. 

In Sikh times and the early days of British 
rule in the Punjab wages were paid in kind, the 
amount of tbe payment for each class of work 
being determined by custom. A summary of the 
duties of various village menials and the customary 
rates of payments for their services in the Gujrat 
district of the Punjab is given at the end of the 
chapter. The Sikh Government took its revenue in 
kind — the land tax under the Sikhs was a share 
of the produce. The British substituted for this 
fixed money payments subject to revision at defi- 
nite intervals. The change of system affected the 
village menials and the constitution of the village 
in regard to these menials tended to break up. 
The proprietors attempted to cut down the cus- 
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tomary allowances and to make new terms with 
the Kamins* many administration papers”, 
says Mr. T. G.-Walker, “a condition has been re- 
corded that the relation of the proprietors to the 
Kamins is liable to annual revision, and in some 
villages there are no customary allowances or 
services at all, and when a cultivator has any 
work to be done by one of the class, he pays for 
it in grain or cash.”^ 

As money became more plentiful and prices 
ro'se, the tendency to substitute cash for grain 
wages increased. We hear of landlords in the 
Jhang district substituting China and other flour 
for wheat in 1878-80, when prices were high on 
account of famine, the action being resisted by the 
labourers. The value of a labourer’s wage when it 
is paid in kind increases automatically with the 
rise of prices, provided coarser grains are not sub- 
stituted for wheat, and the amount of the custom- 
ary allowance is not cut down. It is easy to un- 
derstand why the landlords were anxious not to 
give wheat, and to convert wages in kind into 
money wages. 

The introduction of money into the village 
community had important consequences. The 
substitution of competition for custom and con- 
tract for status may be attributed to it. The 
position of the Kamins m the old village communi- 
ty was not unlike that of the serfs in England in the 
iSth and 14th centuries. A Kamin was not without 
customary rights and privileges which were clearly 

* Settlement Report, Ludhiana district (1878 83i. 
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dej&iied, but he was attached to a village commu- 
nity and to it he definitely belonged. The means 
of communication were few and labour was prac- 
tically immobile. When, however, money economy 
began to replace barter, the old bonds were loosened. 
The KaminSf perhaps, did not desire any change. 
They were happy and contented under the old 
system, for they got enough to eat. In most cases 
it was the greed of the farmer which led to the 
substitution of the cash nexus for the old custom- 
ary bonds. 

With the rise of prices money wages also rose. 
The following table shows the rise in wages paid 
to farm servants per half-year besides food and 
cloth in the Jehlum district : — 

Farm servants. 



At the 




1 


• 


end of 

1858 


1877 



Sikh rule. 






. -3 


Es. 

a. 

p- 

Es. 

a. 

p. 

Es. 

> a. 

p- 

Jhelum 

3 

0 

0 

6 

0 

0 

6 

0 

0 


f3 

0 

0 


0 

0 




Find Dadan Khan, 

< to 


\ 

to 


12 

0 

• 0 

1 

) 

(4 

0 

0 

(9 

0 

0 




Chakwal 

3 

0 

0 

9 

0 

0 ; 

12 

0 

0 

Talagang 

6 

0 

0 

12 

0 

0 i 

12 

0 

0 


^ Reproduced exactly from t be Settle me at liep)rt, Jhelum 
district, 1881. It is not specified there whether the coolies' wages, 
are daily, monthly, or per half-year. Probably they are daily 
wages. ■ ' , 
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Coolies 


1 Jhelum 

0 16 

o 

o 

0 2 0 

1 

("0 10 



Find Badan Khan 

\ to 

0 2 0 

0 2 0 


(.0 16 



Ohakwal 

0 14 

0 2 0 

0 2 6 

. , ' Talagang 

0 10 

0 2 0 

0 2 6 

Commenting 

on the rise of wages in the 


Htishiarpur district Mr. J. A.L. Montgomery in 
the Settlement Beport of the district (1879-84) 
says: ‘‘The wages of labour have risen in like 
manner. Much of the labour performed in the 
villages is still paid in grain, but it is becoming 
more common to demand cash. Agricultural ser- 
vants (HrxK) used to be content with food and - 
clothing and eight annas a month cash. The 
common rate of cash now is one rupee, and some- 
times more. The pay of an ordinary day labourer 
is now two and a half or three annas; it used to be 
one or two annas. The wages of artisans have 
risen proportionately”. 

In the Settlement Beport of the Hazara dis- 
trict (1868-74) we read: “Prior to British rule a 
day labourer received his fopd or an anna per diem; 
now he can earn two annas a day in the villages, 
and three annas a day in the towns and canton- 
ments”. 



The Karnal Settlement Beport (1872-80) refers 
to the rise in the price of labour owing to the en. 
hanced cost of living. It is not difficult to believe 
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that wages rose more or less all over the province. 
Such a tendenqy is shown by the available statis- 
tics of the average money wages paid to an able- 
bodied agricultural labourer in the Punjab from 
1873 to 1890 given below. The figure for each year 
is the average of average monthly wages for six 
districts of the Punjab, Delhi, Ludhiana, Amritsar 
Eawalpindi, Multan and Peshaw’'ar. 


1873 

Es. 

... 5 

as. 

o 

P- 

8 

Index Numbers 
100 ' 

1874 

... 5 

2 

0 

'99 

1875 

... 5 

7 

4 

106 

1876 

... 5 

6 

8 

105 

1877 

... 5 

6 

8 

105. 

1878 

... 5 

8 

0 

106 

1879 

... 5 

12 

0 

111 

1880 

... 6 

10 

0 

128 . 

1881 

... 6 

4 

8 

122 . 

• 1882 

... 6 

4 

0 

121 

1883 

... 6 

4 

8 

122 

1884 

... 6 

2 

0 

118 

1885 

... 6 

3 

0 

120 

1886 

... 5 

7 

0 

105 

1887 

... 6 

12 

4 

130 

1888 

... 6 

1 

10 

118 

1889 

... 6 

12 

9 

182 

1890 

... 6 

4 

9 

122, 


4 

T 
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Agricultural wages in the Gujrat district 
of the Punjab. Summarised from the 
Settlement Beport for Gujrat, 
dated 1874. 

The blacksmith. Spring harvest. The lohar 
gets one ‘hhari’ per plough of wheat or barley 
A ‘hhari’ or sheaf is to be as much as can be 
bound up in the length of 3 straws. Also one 
Pai of 4 topas, or 8 seers per house (i.e., a family 
Cultivating in common.) 

Autumn harvest. One sheaf of bajra, jwar^ 
rrCunji and mahai. Each sheaf as much as the 
lohar cm carry, and also one pai of the grain of 
these products, also one topa or two seers of moth 
and mash- 

At the spring or autumn harvest the land- 
owner, on the receipt of a datri or reaping hook, 
must present the lohar a bundle from each crop, 
a-btmdle to about the third of a sheaf. If a 
zemindar or lambardar cuts down a tree, the roots 
and the branches are the perquisites of the lohar 
for his charcoal. 

The carpenter. {Tirhhan). He receives from 
the land-owner the same fees and gifts as the 
blacksmith, and in addition one rupee on the 
setting up of a sugar milL When the cane is 
being crushed, he receives seers of gur and a 
handful of sugar-cane, and a tind full of cane 
juice daily. 

When bpilding a house or doing any other 
private work for a landowner,, he receives his- 
food daily. 
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At sowing time he accompanies the land-owner 
the first day, and receives one topa of wheat. 

The potter. {Kumhar). At each harvest he 
receives exactly as much again as the blacksmith; 
at marriages the same as the blacksmith, or more 
or less according to the means of the cultivator. 
When he provides the cultivator with any vessels 
at his house, he gets some grain. 

The day a sugar mill is started he receives 
two Arno's of cane juice, and the day mill stops 
the same, also J seer of giir daily. At sowing time "' 
if he conveys the seed to the field on his own head 
or his donkey, he gets one topa. 

At the time of cutting the crops, if he provides 
the reapers with water-vessels and cups, he ' 
receives one bundle, or one third of a sheaf of 
•that crop. 

The barber. At each harvest be receives 
from each threshing floor a sheaf, and grain in 
an indefinite quantity, according to the means of 
the owner. On the last day of the working of 
the sugar mill, he receives four iind$ of cane 
juice, and two seers of gur from each of his 
employers. 

He receives other presents on the happening, 
^of domestic occurrences, but they are not fixed, and 
depend upon the means of the parties. When 
sent on any bussines by a land-owner, he receives 
his food, and when accompanying him to any 
marriage or funeral, he receives some presents 
from the house he goes to. 

The washerman. He receives at each harvest- 
the same as the barber, and besides that at 
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marriages and funerals customary presents accord- 
ing to the circumstances of the husbandmen. If 
he goes to any house to mend clothes, he receives 
his food, and if he accompanies any land-owner 
to a marriage or funeral, he receives such presents 
from the house he goes to. 

The Sweeper. Sweepers are of two kinds, 
the Athari and the Sejpi. The Athari is a domes- 
tic servant always in attendance upon the hus- 
bandman ; a man of all work, he has to carry 
manure and plough, he has to provide the un- 
tanned leather for harnessing bullocks, also win- 
nowing baskets and leather sieves. 

The Sepi, who works for several families, 
Works for each in turn, and twice a year, at har- 
vest time, he has to provide the above-mentioned 
articles. Both Athari and Sepi have to plaster ^ 
the houses of their masters. 

The Athari receives 12 topas in the 7 nani Jo 
8 or 9 mani (maund) ; also food twice a day, and 
a blanket and shoes. When the crops are cut, 
he receives a bundle from each crop. 

The sepi receives 1 pai of grain at eaoh 
harvest, and a bundle of each crop. At the end 
of the bearing of the cotton crop, they are both 
entitled to one picking of the field, and at the 
closing of the mill, to the produce of one sugar*' 
boiling. They receive one third of every hide, 
and presents at marriages and deaths, according 
to the circumstances of the husbandman. 

A sepi is entitled to his food when working 
for his master. 
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The Mochi. (Cobbler). At the spring harvest 
he gets two sheaves per plough and two pai of 
grain ; at the autumn harvest, two sheaves and 
one of grain, also one cotton picking at the 
end of the season, one sugar-boiling of gur, and 
at the end of the sugar-crushing, four UndB of cane 
juice; also he gets presents at marriages, 
funerals and festivals, and I of every hide. 

The Mashki (Water-carrier). He receives 
one rupee half yearly, and if he provides water 
for the harvests, he gets one small sheaf out of, 
crop ; if for the threshing floor, he gets two topas 
of grain. For carrying the palanquin he gets 
Es. 2 or 3 for each marriage. 

Mir mi (Bard). He receives on ten or twelve . 
different occasions between the betrothal and the 
• marriage, presents of from eight annas to two 
rupees, and among the perquisites are the shawl or 
other valuable cloth used as the pall at the funeral 
of the better classes ; also when the marriage pro- 
cession leaves the house of the bride, the bride- 
groom distributes to all mirasis who collect from 
the neighbouring villages for the purpose, from one 
anna to one rupee each according to his means. 
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TABLES OF 

Talle oj the average prices of agricultural pro 


comprised iotihm the years 



Wheat. 

Barley 


1844 

Md. 

Sr. 

Ch. 

Md. 

Sr. 

Ch. 

Lahore 

0 

22 

Hi 

0 

37 

14 

1845 







Lahore 

0 

22 

14 

0 

32 

13 

D. G. Khan ... 

0 

25 

ISj 

0 

30 

n 

1846 







Lahore 

0 

19 

12 

0 

29 


D. G. Khan 

0 

14 

7 

0 

17 

4f 

1847 







Lahore 

c 

23 

h 

0 

33 

14j 

D. G. Khan ... 

0 

31 

5 

0 

33 

3 

• 1848 







L^ihore 

0 

27 

2i 

0 

38 

3 

D. G. Khan ... 

0 

9 

0 

0 

10 

0 

1849 







Lahore 

0. 

19 

3 

0 

27 

3J 

1850 







Lahore ... ... 

0 

21 

12 

0 

39 

0 

1851 







Cis "Snt In j States 

0 

25 

7 

1 

10 

9 

Trans-Sutliij States 

0 

38 

14 

1 

17 

9 

Lahore Division 

1 

4 

4| 

2 

0 

4 

Jheltim ,, 

1 

8 

3i 

1 

34 

11 

Multan ,, 

1 

21 

2| 

2 

11 

0 ■ 

Leia , ,, 

1 

17 

Hi" 

1 

32 

3| 

Peshawar ,, 

1 

14 

4 

1 

10 

6 

Average ... 

1 

7 

2 

1 

28 




FEICES 

duce in the Divisions of the Punjab for the period 

1844 o?j<i 1852, incZM«W 


Gram. 


Md. Sr. Ch. 






0 • ”9 0 


0 25 4 

0 39 6 

0 27 7 

1 7 11 

0 37 15 

1 38 0 
1 11 10 
0 36 14 


Jowar. 


Md. Sr. Ch. 


0 29 9 


0 "33 I 




• •• 


1 15 8 
1 12 0 
1 16 12 
1 23 5 
1 34 5 
1 13 5 
1 30 0 


Gur. 


Md. Sr. Ch. 


• «« 




0 "*5 0 


0 15 6S 

0 17 0 
0 20 0 
0 16 2i 
0 16 I 
0 13 8S 
0 15 0 


Cotton. 


Md. Sr. Ch. 


0 14 2|- 


0 14 If 


0 13 1 


• t • 


0 4 8 

0 4 2 

0 4 5J 

0 3 14f 

0 3 13 

0 3 12f 

0 5 9h 



15 9 


1 20 12 


0 16 2J 


0 4 4f 
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* 

1852 to the end 


-i'i '-fi ;• " 

Wheat. 

Barley. 

• 1: 

i|.:i 

Md, Sr. Ch. 

Md. Sr. Ch. 

? ^ Cis-Sutlnj States 

C 30 3 

1 2 2 

; Txans-Sutlnj States 

0 39 94 

1 13 f 


Lahore Division 

1 3 5| 

1 32 2| 


,1 

It li Jhelum ,, 

■ 

1 12 5 

1 32 8 

;i ■ ' :] 
i:. '1 

,i' t , Multan 

1 11 12 

1 37 6 

♦ 

i 

i 

1 Leia ,, 

1 12 10 

1 29 10 

1 

Peshawar j, 

r 

1 3 12 

1 24 ' 7 

1 ,* 

: 1 

Average 

1 4 13 

. 1 24 74 

i *« 

A m i n t of*T 

■Q i V r. P 






General Administration Reporr 
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of June^ 


Gram. 

Jowar. 

Gur, 

Cotton- 

Md. 

Sr. Ch, 

Md. 

Sr. Ch. 

Md. 

Sr. Ch. 

Md. 

Sr. 

Ch. 

0 

•6 

3 

0 

37 

■ 

1 

/ 2 

0 

15 


0 

5 

4f‘ 

0 

38 

6 

I 

8 

6 

0 

13 

0 

0 

4 

llh 

1 

3 

8i 

•1 


n 

0 

18 

3i 

0 

4 

4J. 

1 

9 

7i 

1 

25 

1 

0 

14 

5'i 

0 

4 

14f 

1 

.14 

3J 

1 

24 

1 

0 

14 

10-2 

0 

4 

4i 

1 

14 

8 

1 

15 

1 

0 

14 

7 

0 

4 

6 

0 

35 

5 

1 


i5i 

0 

8 

6i 

0 

3 

61 

1 

4 

8i 

1 

12 

8 

0 

14 

Ci 

c 

4 

7¥ 


^of the Punjab, 1849-50 and 1850-5 1. 



80 


PEICE BEFORE 1861 


Tahsil Palwal, district Giirpaon. 



Average for 
10 years 
ending 
1842, 

1853-58. 

1858-63. 


M. Sr. Ch. 

M. 

Sr. 

Ch. 

M. 

Sr. 

Ch. 

Baw eottoB... 

0 15 14 

0 

17 

8 

0 

10 

13 

Wheat 

0 31 10 

1 

4 

3 

0 

30 

9 

<Gram 

14 6 

1 

17 

8 1 

0 

39 

11 

Jwar 

14 2 

1 

15 

8 

0 

34 

• 

14 

Barley 

1 4 14 

1 

24 

15 

1 

3 

6 

Bejhar 

14 8 

1 

20 

14 

1 

1 

5 

Bajra 

10 6 

1 

11 

11 

0 

81 

7 


Assessment Report Palteal, 1875. 
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Kotkhai iLaqdy Simla district. 


Seers per rupee. 



Unhusked 
rice. • 

Koda & 
Bafchu. 

Wheat. 

1828 

30 

35 

30 

1856 

28 

34 

28 

1882 

20 

32 

24 


Ghi now sells for seers the rupee ; and * 

in 1856 it is said to have sold at seers ..Cow 

and bullocks sell at from Es. 8 to Es. 16 each.... • 
and are said to have been worth just half this 
value thirty years ago;’’ • 


Kotguru Ilaqoiy Simla district. 


• 

1849 

1883 


Bs. 

Bs. 

Plough bullock ... 

5 

10 

€ow 

5 

10 

Sheep 

3 

5 

Ghi, seers per Ee. 

3 

u 

Wheat „ „ 

35 

28 

Eice, unhusked, 

seers per Ee. 

40 

24 

Maize, 

47 

36 

Settlement Report^ Simla District^ 1881-83. 
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Mamdot Ilaqa, district 


1841 1842 1843 1844 1845 1846 1847 1848 1849 


M S. M S. M S. MS M-S M-S. M-S. M S. M-S. 


Vegetables 
Poppy ... 
^Pepper ... 
’Cotton ... 
Ajwain... 
DOacia ... 
T obacco 
. Wheat ... 
Rice 

Gram ... 
Makki ... 
Jowar ... 
Goje? ... 
Sarsaf ... 
Massar ... 
Barley ... 
Bajra ... 
San 
Til 

Mash ... 
Moth ... 
Mnngl ... 
Tara mira 
Kangni... 
China ... 
Chnral ... 
Bsrura ... 


4 0 5 0 5 
0 16 0 14'0 
0 16 0 18 0 
0 20 0 20 0 
0 13 0 12 0 
0 12 0 12 0 
0 20 2 30 0 
0 260 23 1 
0 30 0 38 0 
0 3C 0 29 1 
0 34 I 20 0 
0 21 1 23 0 
0 30 0 31 1 
0 32 0 33 1 

0 32 0 30 1 

1 51 40 
0 19 0 36 0 
0 lO'O 9^0 
0 180 160 
0 24 0 18 0 
0 21 1 210 

0 22 0 32 0 

1 Cl 10 1 

2 0 1 35 1 
2 12 2 12 
1 00 38 0 
1 41 51 


0;3 0 2 0 2 
13'0 1210 15 0 
150 140 ICO 
160 110 17 0 
14,0 16 0 20 0 
100 100 130 
200 180 250 
141 41 100 

341 01 20 

301 181 30 I 
321 10 1 120 
321 121 14 0 

2iJl 10 : 201 

00 321 120 
301 20 2 01 

34 16 1 30 1 
32 1 12 1 8 0 

80 100 9 I 0 

16 0 20 0 231 
32 0 131 00 

32 1 121 101 
22 0 12 0 36 0 

02 01 10 1 
121 221 111 
22 1 35 2: 0 2 
32 0 301 01 
301 151 25 1 


Cl4 0 3 

13 0 10 0 

14 0 12 0 

no 200 

22 0 13 C 
80 70 
22 0 18 0' 
34 0 26 0 
34 0 36 0 
6 0 32 a 
320 331 
36 0 25 1 
0 0 30 0 
30 0 32 1 

12 0 34 0 
'61 0 0 

32 0 25 1 

13 0 16 0 
16) 150 
12 0 32 0 
1( 0 26 1 
13 0 18 0 

0 2 0 2 
32 1 12 1 
22 1 31 1 
30 2 0 1 

4 0 34to 


03 8 
90 12 :, 

160 9 
170 16 
120 15 
100 9 

200 25 

270 36 
351 C 
30 1 0 
12 0 26 
100 28 
29 D 30 
12 1 0 
32 1 14 
34 1 5 

35 0 26 

7 0 8 

20 0 17 
18 0 22 

4 0 32 ‘ 
34 0 24 
20 2 10 

20 1 2 
201 21 
100 35 
301 2 


Settlement Beport Ilaqa 
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PEICES BBFOBE 1861 


JnELUM. 


At the end 
of Sikh 
rule. 


1858. 


Es. a. p. Bs. a. p. Bs. a. p. 

Cow ... 10 0 0 16 0 0 16 0 0 

Female buffalo 30 0 0 50 0 0 50 0 0 

Bullock ... 25 0 0 40 0 0 55 0 0 

Sheep ... 0 12 0 1 0 0 1 0 0 

Milch goat ... 0 12 0 1 0 0 1 0 ' 0 

Goat ... 1 8 0 2 0 0 2 0 0 

Ghi, seers per 

Be. 4 2| If 

Goat’s hair, 

seers per Be. 20 12 7 

Sheep’s wool, 

seers, per Be. 8 6 4 

Country cloth, 

yards per Be. 20 18 16 


Ba&ara dhirhL 
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SettUment Bepoft^ Hatata dliWict^ 186S-74 
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price of Bullocki. 

Bullocki sold at the Sirsa hulloeh fair, 
{BoTitah district). 


Year. 


'1(863 
,1864 
,1865 
, 4866 
i867 
4868 
i8:69 

4870 

4871 
;1S72 
4873 

1874 
ti875 
!4a76 
•4877 

1875 

1879 

1880 
4881 
it882 


Average' 


Nombers 

sold. 


11,971 
26,188 
10,066 
21,953 
i0,769 
11 775 
5.576 
13,854 
5,426 
4,885 
11,051 
10,787 
5,869 
8,093 
14,031 
11,398 
22,839 
18,541 
8,901 
19,210 


Total 

price. 


Rs. 

2,07 647 
4,83,439 
2,13 174 
5,22,408 
3,06.419 
2,80,758 
1,58,054 
3,90,362 


12,659 


2,09,807 
1.61,703 
1,95,482 
2,89.474 
2 98,371 
6,29,522 
4,97.0-27 
2,64,593 
4,41,717 


3,26,468 


Average 

price. 


Rs. 

17 

18 
21 
24 
28 
24 
28 
28 


19 

28 

24 

21 

26 

28 

27 

30 

23 


25 


ii^^*** 




The rise of Prices in India before the war 
and the Report of the Prices Enquiry 
Committee. 

The year 1905 marks a new epoch in the 
history of Indian prices. Before 1905, while 
famine or scarcity raised prices, favourable 
monsoons lowered them. The rise in prices, thus, 

* lasted for a short time. For example, the index 
number, which was 149 in 1869 and 123 in 1870 
fell to 92 in 1871 ; it was 174 in 1878, but 96 in 
1881 and 95 in 1882. It is for the first time m 
the quinquennium 1886-90 that we are unable to 
explain the high level of prices (the famine in 
Ganjam and the scarcity in Behar were only of 
local importance), and from 1890 to 1905 we 
notice that prices fall more slowly with the 
return of good seasons. For example, the index 

• number did not fall below 114 in 1894, and in 
spite of the favourable monsoon conditions in 
1902 and 1903, and the bumper crop ^of the 
following year, it was three points higher in 1904.- 
Since 1905 the prices of food grains have risen 
almost continuously. Along with the prices of food 
grains those of almost all other articles have beetn> 
rising since 1905. 
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Attention was called to the general rise of 
prices in India by an annonymons writer in the 
EconomiG Journal for March 1907. He con- 
demned the Indian currency system as inelastic 
and tried to show that this inelasticity was the 
cause of the rise of prices : — 

‘‘ The conclusion therefore cannot be resisted 
that the floods of rupees entering the country in 
the busy season must, finding no employment 
thereafter, choke the circulation in the dull season 
and raise prices, whilst each succeeding year the 
.demand grows like a snowball falling down a 
slope.’' 

In the Budget debate of March 1908 Mr. 
Grokhale drew attention to the rise of prices 
which he attributed to the heavy coinage of rupees 
by the Government of India, and pressed for the 
^appointment of a committee to consider the 
whole question of the rise of prices. Writing in 
hhQ Journal of the Boyal Statistical Sociekj £ov 
September 1909, Mr. Fred. J. Atkinson, sometime 
Accountant General of the United Provinces, 
reached the same conclusion, that the question of 
a redundant currency was mixed up with the 
currency system of India and that the redundancy 
was due to the fact that the currency was not 
automatic. 

The Government of India oppointed a 
^Committee for the investigation of the problem 
in 1910. The Committe submitted its report in 
1914. Its chief conclusions are summarised 
below. 

The Committee recognised that ^‘up to 1905 
the fluctuations in the prices of food* grains and 
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pulses depended largely on the agricultural con- 
ditions in India”. But a sharp and rapid rise of 
prices began in 1905 which was not always wholly 
due to unfavourable agricultural conditions. 

Taking India as a whole, the agricultural con- 
ditions were not seriously adverse either in 1905 
- 5 % or in 1903. Still these years appeared to have 
ushered in a new period in the history of Indian 
^ price levels, the predominant characteristic of 

which was the existence of famine prices without ; 

famine.”*^ 

It has been shown that prices rose in India - ; 

to a greater extent than in European countries. 

In view of this fact the Committee considered it I 

necessary to examine at length the probable 
causes of the rise of prices peculiar to India. The . 
general causes of the rise of prices throughout the ;■ 

•world were : a shortage in the supply of, or an r 

increase in the demand for, staple commodities | 

in the world’s markets ; the increased gold supply ' | ^ 

from the world’s mines ; the development of 
credit ; and destructive wars and the growth of 
armaments. |, 

Causes of the rise of prices peculiar to Indian | , 

^ ^ One of the principal causes,” says Mr. Datta, 

which has led to the rise in prices in India^ |; 

is a shortage of supply, particularly in the case I- 

^ .of food grains. By shortage of supply is meant |/ 

not that the total production of the country has |;, 

actually contracted as compared with the basic ' 

period (1890-94), but that production has not 
kept pace with the growth of internal consumption 
and external demand.”t 




* Beport. p. 


t Boport, p. 53. 
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may safely be concluded from the above/ 
says Mr. Datta, that population has increased 
by a larger percentage in the period under enquiry 
than either the total area under cultivation, the 
area under food grains or the total production of 
food grains ; or in other words, the requirements 
of food grains for internal consumption have 
increased in a larger proportion than the total 
production of food grains.’’ * 

The table, however, does not ^how any very 
great disparity between the growth of population 
or internal demand and the growth of production, 
except in the quinquennium 1905-03 to 1909-10. 

The exports of food grains from India (exclud- 
ing Burma) to other countries were : — 
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On the whole Mr. Datta concludes that the 
■demand, for both internal consumption and 
export, increased more rapidly than the food 
supply. The shortage of supply was greatest in 
the quinquennium 1905-09, hence the great rise 
in prices in that quinquennium. 

ZJnscfzsoTihlc [Reference has alreadv 

been made to the severe famines of 1896-97* 
1899-00 and 1907-08. There was scarcity in 
particular parts of the country in 1891-92, 1906-06 
'and 1906-07. 

It cannot be doubted that the rise in prices 
in particular years was aggravated by unfavour- 
able agricultural conditions. 

Substitution of non-food crops for food crops. 

The cultivation of non-food crops, jute, cotton . 
and oil seeds grew steadily during the period 
• 1890-1912. The area under food grains actually 
contracted in some parts of the country, while in 
others, its growth was retarded, with the result 
that there was a diminution in the food supplv of 
of the country. 

Inferiority of new lands talcen up for mltimtion 

In the populous parts of the country all 
lands that were good had already been brought 
under cultivation and whatever new lands were - » 

^ken up were necessarily of an inferior quality. 

The produce of these inferior lands cannot be so 
good as that of the richer soils, and consequently 
the addition of these poorer lands has dminished, 
to some extent, the average yield peri acre for 
India as a whole.” 


+Ibid. p. 68 
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hiefficient tillage. — In particular parts of tho- 
country, it is probable that the cultivation of- 
land became less efficient than before on account 
of scarcity and dearness of labour and plough 
cattle, but Mr, Datta doubts whether this had 
any appreciable effect on the total out-turn of the 
land.” 

Decrease i7i the py^odiictive power of the soil. 

Many people think that the productive power of 
the soil in India has decreased. The opinion of 
the majority of the experts quoted in the Eeport, 
however, is that there is no justification for this I 
belief, and Mr. Datta concludes that on the 
whole, there was not much decrease during the 
years 1890-12. 

Increased demand for commodities in India . — \ 

The general rise in prices, says Mr. Datta, is due | 

in part to the increased demand for all kinds of p', 

commodities. The chief cause of the increase in 
demand is the rise in the standard of living K 
amongst all classes of the population. "‘But, it 
is difficult to say,” Mr. Datta says, ''whether 
improvement is the cause or the effect of the 
higher level of prices. These two act and react : 
upon each other.” 

Expansion of Gommunicatwis. — On account 
of the great development of roads and railways 
the isolation of the Indian village has ceased and 
the whole of India has become one market for 
many classes of commodities. A deficiency in 
one part of India is made good by importation 
irom other parts and prices throughout the country 
tend to rise. " The lowering of the direct and 
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indirect cost of transport in India itself and be- 
tween the Indian ports and foreign countries ” 
Hays Mr. Datta, is another of the most import- 
ant causes which have raised the general price 
level in India.” * The prices in sea-port towns 
rise and fall in sympathy with prices in 
foreign countries, and the reduction in sea-frieghts 
has made the connection between the Indian and 
foreign price levels still more intimate. The 
lowering of the cost of transportation within the 
country has tended to make prices in inland dis- 
ttncts approximate more and more to those 
prevailing in sea-port towns and central markets ’ 

Improvement in general monetary and hanking 
faeUihes and an increase in credit.— As compared 
with the average of 1890-94, the capital of banks 

989 deposits 

232 pel cent, and Clearing House Eeturns 210 

per cent., while business increased 122 per cent 
only. Credit, Mr. Datta concludes, “ contributed 
to a certam extent to the rise in prices in India.” 
The marginal summary reads— “ Growth of credit 
, its considerable influence on prices.” 

Increase in the circulation of rupees. The cir- 

culation of rupees increased 64 per cent in 1912 as 
compared with the 122 per cent, increase Tn 
“thfiT* Datta’s general conclusion is that 
notLsl^’^hr*^ volume of currency (including 

incommensurate with the 
and^rTf? business and other demands for currency 

dancy of rupees for any length of tim e, it is clear 

^ Ibid p. 81 . “ — — >*■ 
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that the rupee coinage of the Government of 
India could not have excercised any important 
influence on the level of prices.” He also attempts 
to show that the coinage of rupees is compulsorily 
undertaken by the Government when the demand 
for rupees depletes the currency reserve ; that the 
Government cannot force rupees into circulation, 

* and that our currency system works quite auto- 

matically as it did previous to the closing of the 
mints to the coinage of silver. 

Examination of the Beport on the Bise of Prices 

We have seen that, according to Mr. Datta, 
a comparative shortage of supply was one of the 
most important causes of the rise of prices in' 
India before the war. The Government of India, 

^ however, do not accept this view. They point 
out, in the first place, that the commercial crops, 
occupy a very small proportion of the total area 
under cultivation, and that in the country as a 
whole there has been no substitution of non-food 
crops for food crops. Secondly, they do not 
regard Mr. Datta’s estimates of outturn as 
reliable. The area under cultivation, as we have 
y " seen, expanded more rapidly than the population, 

^ except during the quinquennium 1895-99 to 

» 1899-00, while between the growth of population 
and the extension of food cultivation there was 
an almost precise parallelism.” They also 
point out that the area irrigated from State owned 
I sources nearly doubled during 1899-1912. Lastly 

I they agree with Mr. Datta that the export of food 

I grains excercised a negligible influence on their 

: prices. What is the explanation of the rise of 
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prices if it was not due to a comparative' shortage; 
of supply ? The G-overmneut of India agree with 
Mr. Datta that the rise of prices during 1890-1912 
was not the effect, but the cause of the increase 
in the circulation of rupees, and that the extended 
use of credit had an important effect on prices/'’ 
They, however, seem to attach more importance 
to world factors than to this or any other cause 
peculiar to India. From 1890 to 1905, ‘^Prices 
rose or fell in the main in accordance with changes 
in the agricultural conditions from year to year.’"' 
The causes of the rise of prices since 1905, '' must 
be sought for in a different and independent group 
of circumstances.” 

To this viev/, however, it may be objected that 
if our price level rose under the influence of the 
rising price levels of foreign countries,- it could 
not have risen to a greater extent than the latter. 
The rise in prices in Germany and the United 
States, as Mr. Datta says, can be partly account- 
ed for by their protective tariffs and the growth 
of industrial and commercial combinations in 
these countries. But how to- account for the 
great rise in prices in India? There must be 
some cause or causes of a general nature, peculia.r 
to India, which began to act on our price level 
after the year 1905. In no other way can the 
general rise of prices in India, which was greater 
than that in any other country, be explained. 

The expansion of communications and the 
lowering of the cost of transportation in India 
and foreign countries is not the cause we are- 
seeking. The increase in the facilities of com- 
munication and the lowering of sea- freights un- 


,Sf - ■ 
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doubtedly linked our prices to the world prices' 
more closely. They explain why our prices began 
to rise in sympathy with the world's prices — ^but 
they do not explain why our prices rose more- 
rapidly and to a greater extent than prices in. 
other countries. 


'Ine Ivjinenee of credit on prkes in India* 

The effect of the increase in the use of credit, 
instruments on prices in India is thus summarised 
in the Government Eesolution on the Report 'of 
the Prices Committee : — 


As indicated in paragraphs 214-218 of the 
Report, the paid up capital and reserve of the 
Presidency and major joint-stock, including ex- 
change banks, rose from an average of about 26 
crores in the five years 1890-94, to an average of 
61 in the quinquennium 1905 to 1909, and of 8'3f 
in the years 1910 and 1911. The increase has 
been specially rapid since 1900. The deposits 
which in that year amounted to 31 crores, rose 
to 51 crores in 1906, 73 in 1909, 82 in 1910 and 
85 in 1911. Again between 1890 and 1912 the 
value of the cheques cleared at the Clearing 
Houses in Calcutta, Bombay and Madras increased 
from 138 to 517 crores. There can be no doubt 
that, as observed by Mr. Datta, (page 83, para- 
graph 214, of the Report) the extended use of 
credit has had an important effect on prices." 

For reasons explained below I find myself 
linable to accept this view. 

In countries like England and the United 
States of America credit instruments are used' 
in the great majority of transactions and credit 
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in these countries exercises an important influence 
on prices. About three-quarters of a century ago 
an attempt was made to determine the relative 
proportions of cash and credit payments in 
business transactions in England. The report of 
the banking house of one Mr. Slater, for the year 
1857, showed that the percentages of receipts and 
payments were : gold and silver coins less than 
3 per cant.. Bank of England notes 7 per cent, 
and credit instruments 90 per cent. In 1865 
Sir John Lubbock read a paper before the Eopl 
Statistical Society in which he gave the following 
classification of £ 19,000,000 paid over the 
counter of his bank by his London customers : — 

Cheques and bills £ 18,395,000 (97 per cent) 

Bank of England’s notes,, 408,000 (2 per cent) 

Notes of other Banks ,, 79,000 (-4 per cent) 

Coins » 118,000 ('6 per cent) 



£ 19,000,000 

As regards more recent times we have Mr. 
Hartley 'Withers’ assurance that the currency 
that' England’s cheque paying banks create “settles 
the great majority of commercial and financial 
transactions and much of the retail traffic of daily 
life.”* 

As regards the United States of America, it 
is estimated that credit instruments are used, 
roughly, in 75 per cent, of the business transac- 
tions. Considering that credit instruments are used 
in the great majority of transactions in countries 
like England and the United States, it is not 
surprising that an appreciable increase or decrease 

* Meaning of Money, p. 136. 
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in the credit circulation in such countries has an 
important effect upon the level of prices. 

But the case of India is different. Here cash, 
and not credit, is used in the great majority of 
transactions. Banking is in its infancy in India. 
The number of banks is small and the bank 
deposits as compared with the total volume of 
of business transactions in India are infinitely 
small. Now the cheque is the most important of 
all credit instruments. When Irving Fisher and 
others talk about credit and its relation to prices, 
they use the word chiefly in the sense of ‘check- 
able’ deposits. But the extent to which cheques 
are used in India in making payments is very 
small. The use of cheques is limited to Calcutta, 
Bombay and Madras and other capital towns. 
It may also be pointed out that India being an 
agricultural country, a very large number of our 
transactions must consist in the purchase and 
sale of agricultural produce. It is well known 
that the Indian cultivator has a decided preference 
for coins, and uhat he looks even on currency 
notes with suspicion. It may be doubted whether 
payments are made to cultivators by cheques 
even in 5 per cent, of the transactions. Some 
evidence on the use of cheques in India was taken 
by the Chamberlain Commission, which may be 
quoted here. Mr. Henry Marshall Boss,* a witness, 
was of opinion that the use of cheques could be 
advantageously extended even in the Presidency 
^wns. “ It is very poor at present,” he said. 
He was asked whether the use of cheques was 
likely to curtail the circulation of currency notes 
t Xpert merchant. 
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Hiiid whether it was probable that cheques would 
be used at all throughout the country beyond the 
Presidency towns. His reply was not within 
any period I can look forward to myself. They 
will he conhned to the Presidency towns’ business.’" 

Important evidence in this connection was 
given by another witness : * 

Q. 4106. (Mr. Keynes). Can you tell us in 
what class of transactions you find it possible in 
your business to use cheques ? — -Speaking of my 
own business I use cheques practically in every 
case. No matter what the kind of payment, except 
for wages and salaries which I always pay in cash. 

4108 — ^If you are buying produce of an Indian 
trader, would you pay him by cheque ?— Very 
tarely. He probably wants either currency notes 
or actual cash. 

4109 — ^Then these cheques which you men- 
tion are paid to English merchants ?— That is so 
largely. 

4110 — And except when you are making pay- 
ments to other English merchants you would 
not use cheques much ? — -No, broadly speaking I 
should not. 

In a memorandum submitted by the saine 
witness to the Commission, he had referred to 
the possibility of the use of cheques being gradual- 
ly increased throughout the country. The 
Commission asked him whether he thought that 
would be a speedy process. The witness said 
What he had in his mind more particularly was 

^ Sir Alexander Me Eobert, a woollen manufacturer. 
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the European Comratinity using cheques more — 

the native does not to any great 

extent use cheques for large amounts,” h© 
radded. 

Q.. 4072. And it is not likely that he will ? 

^‘1 do not think so for long time to come.” 

Enough has been said to show that cheques 
;are used only to a very limited extent in Inida. 

The amount of cheques cleared at the Clear- 
ing Houses at Calcutta, Bombay, and Madras, -as 
.compared with the average of the five years 
1890-94, shows a great increase ; it is 3*53 times 
:as large; the amount of cheques cleared at 
Harachi increased from Es. 179,00,000 to Es. 
11,60,00,000, that is, 548 per cent. But for our 
purposes it is important to know, in the first place, 
what proportion of the cheques cleared represented 
commercial as distinguished from banking opera- 
tions, and secondly, what proportion the amount 
of cheques used in commercial transactions 
which passed through the Clearing Houses, bore 
to the total value of all commercial transactions. 
It is important not to confound banking opera- 
tions with commercial transactions. Banks '"daily 
receive and transfer many checks the sole function 
of whose receipt and transfer is to facilitate ex- 
changes among banks or between banks and 
'Clearing Houses— transfers which in no other 
way represent commercial transactions. Such 
transactions are part of the country’s banking 
machinery and their raison d^etre is found in the 
cr edit mechanism of exchange itself.”* When the 

^ M.0Bej and Prices by Prof. JE. W. Kemmerrer, p. 112, 



! 


104 THE EISE OE PEICES IN INDIA DEEORE THE WAE 

amount of the cheques cleared increases from 
Es. 79,00,000 to Es. 11,60,00,000 it may be of 
course presumed that the amount of cheques used 
in commercial transactions has increased, but it 
will be wrong to suppose that it has increased 
548 per cent. 

Secondly, if the proportion of cheques used in 
commercial transactions to the total value of 
of transactions was insignificant in the beginning, 
the effect upon prices may be inappreciable even if 
the amount of cheques increased 5, 6 or 10 times* 
It is not the amount of cheques but the pro- 
portion of the commercial transactions in which 
cheques are used to the total volume of business 
l^ransactions that is important. 

It may be useful to summarise our conclu- 
sions so far. We have seen that the expansion 
of communications and the lowering of the cost 
of transportation in India and between India and 
foreign countries do not explain the great rise of 
prices in India. Our prices, it has been argued, 
could not have risen to a greater extent than 
prices in other countries in the absence of causes 
peculiar to India tending to raise prices. Of these, 
to which great importance is attached by Mr* 
Datta, is the comparative shortage of supply, 
but tixere are good reasons for believing that 
during the whole period 1905-12, the growth of 
population was not much more rapid than the 
growth of food supply. The increase in the cost 
of production Mr. Datta regards as the effect 
rather than the cause of the rise of prices. The 
only other remaining causes peculiar to India 
which might have raised our prices are (1) an 
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increase in credit and (2) an increase in the Yolume 
of the rupee currency. Of these two, it has been 
shown, that the first could not have exercised 
any important influence on our prices. We have 
now to consider whether the rise of prices was 
^ in any measure due to the redundancy of cur- 
rency. An attempt will be made to show that the 
^ question of the rise of prices in India is intimately 

connected with that of the nature of our currency 
system. A gold exchange system, in practice, 
i does not work automatically, and it is for this 

i reason that our rupee currency became redundant 

f during the years 1905-12, and prices rose. 

The official view is that the gold exchange 
system works automatically and that the currency 
cannot become redundant. Eupees are issued 
•into circulation only to meet the demands of 
trade. Not a single rupee can be forced into 
circulation. In reply to Mr. Gokhale’s suggestion 
that the rise of prices during 1904-07 was due to 
the over-issue of rupees. Sir E. Baker, the 
Finance Member said: The whole of the new 

coinage that we have undertaken during this 
period has been undertaken solely to meet the 
/l^ demands of trade. Not one single rupee has been 
added to the circulation except to enable us to 
^ meet those demands.” 

What would hapj)en if the Government over- 
estimated the demand for rupees and over-coined? 
^^Then what would happen would be that the 
superfluous rupees would lie in their various re- 
serves, but not in actual circulation. You cannot 
force rupees into circulation,” said the late Sir L. 
‘ Abrahams of the India Office in the course of his 

\ evidence before the Chamberlain Commission. 


i 
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Mr. Datta also says : — 

Rupees when required by the trade are 
ordinarily supplied in lieu of gold or Council bills 
from the currency reserve or the silver branch 
of the Gold Standard Reserve (now abolished). 
When the amount of rupees in the silver portion | 

of the Paper Currency Reserve falls to the margin t 

,of safety, the Government of India recognise ^ 
that the time is drawing near for the coinage of 
new rupees. And when the percentage of the | 

rupee reserve in the Currency to the circulation i 

becomes very low, coinage is compulsorily under- I 
taken by Government.” 

So far as the addition of the rupees to the 
circulation is concerned, the only difference be- 
tween the existing system and the system which 
existed before 1893 is, that while in the one case 
rupees are issued in exchange for the imported 
gold and Council bills, in the other case they could 
be obtained directly by the minting of bullion at 
the option of its owner. 

In a monetary system with an open mint, 
the currency decreases automatically when the 
rise of prices causes imports to increase and ^ 
renders the export of gold or silver necessary. 

The circulation is thus reduced and prices fall.. 
'Under a gold exchange system an adverse balance 
of trade cannot be adjusted by the exportation 
of the token coins. The tokens must be converted i 
payable in gold) for that purpose, 
ine Government of India have undertaken the 
to do whenever the need arises, 
ihis IS the outlet provided for the excess currency . ; 
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When Eeverse bills are sold, the currency contracts 
■and prices should fall. The surplus rupees do not 
go back into circulation until the trade demand 
■for them reyives. It is thus shown that our 
.currency expands and contracts by an automatic 
process. 

Against, the view that our currency is autom- 
/aticit may be urged that some of the causes, which 
tend to reduce prices by decreasing the volume 
■of circulation under gold or silver monometallisna, 
cease to work when the principal money of a 
country consists of token coins. When the rupee 
was a full value coin it was freely exported as 
bullion, it was melted down to make ornaments 
and it was also hoarded. The rupees in the 
hoards or in the form of ornaments represented 
the savings of the people. The rupees melted 
^and hoarded formed a considerable proportion of 
the coinage. Mr. Atkinson estimates that from 1835 
to 1862, 34i per cent, of the coinage of 1835 (five 
years) and 1840 (twenty-two years) was melted 
•down into ornaments, and that the rupee consump- 
tion of the 1862-92 coin for ornaments was 40 
crores, which is about 20 per cent, of the total 
coinage of 1862-92. As to rupees hoarded in the 
period 1862-92, taking 24 per cent, of the coinage 
^to have been hoarded, the amount would be 49 
crores of rupees, equal to 157 lakhs a year.’^' 
Hoarding and melting, apart from export, account- 
ed for about 45 to 50 per cent, of the coinage. 

When the rupee became a token coin, the 
melting of rupees ceased altogether, while for the 

Journal of ih& Royal Statistical Society, Vol. LXXII, p. 547 
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purposes of hoarding, gold was preferred. Now 
in dealing with the question of inflation we cannot 
regard it as a matter of indifference whether 
people hoard rupees or buy gold with them 
for hoarding purposes, or whether they melt 
down rupees for making ornaments or buy 
silver with them for that purpose. When the 
rupees are melted down or hoarded, the amount 
of money in circulation is reduced, but when gold or 
silver is purchased with the same rupees, the latter 
fall into the channel of circulation. In the one 
case prices tend to fall, in the other case they 
must tend to rise. It cannot be doubted that 
the hoarding and the melting of rupees before 
1893 prevented prices from rising too rapidly by 
reducing the volume of the currency, and that 
the change in the character of the rupee, from 
a full value coin to a token coin, by discouraging 
hoarding and making it unprofi.table to melt 
rupees, contributed in some measure to the in- 
flation of the rupee currency. It really proves 
nothing to say, as Mr. Datta does, that the 
“ average annual coinage during the eighteen 
years that have elapsed since the closing of the 
mints has been much loss than in the correspond- 
ing period preceding that date.”^ The averages 
are 7’51 lakhs for the period 1874-75 to 1893-94,., ^ 
and 5’66 lakhs for the period 1893-94 to 1911-12. 
In the decade following the closing of the mints 
the average net coinage was small, due to a 
deliberate restriction of the coinage to force up 
exchange. If we compare the average coinage 
in the decade preceding the closing of the mints 

Heport OB the Bnquiry into the Bise of Prices, p. 89. 
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with that in the ten years ending 1912-13 (the 
great rise in our prices took place in this period), 
we fin<3 that the average was Es. 808 lakhs in 
the earlier period and Es. 917 lakhs in the latter. 
Further, in comparing such averages we should not 
forget that before the closing of the mints 45 to 50. 
per cent, of the coinage was melted and hoarded. 

As regards the issue of new rupees into 
circulation, it must be admitted that they can be 
issued only in response to the needs of trade. 
But it may be pointed out that the rupee is a 
note printed on silver and for purposes of internal 
circulation it is inconvertible. During the period 
of the Bank Eestriction in England, the Bank of 
England notes depreciated in spite of the fact 
that the Directors had made advances in notes in 
response to legitimate trade demands, and at a 
high rate of discount They thought in this way 
the demands for currency were fairly indicated,’^ 
says Professor Nicholson ‘‘and that, therefore, there 
could be no depreciation. But they forgot the 
cumulative effect. None of the notes being 
withdrawn or sent abroad, in time the quantity 
became too great, prices rose and inter alia^ the 
price of gold.”^ 

The Bullion Committee thus described the 
'causes of the inflation : — 

“In the first instance when the advance is 
made by notes paid in discount of a bill, it is 
undoubtedly so much capital, so much power of 
making purchases placed in the hands of a 
merchant who receives the notes, and if these 

^ Economic Janmal for June 19U. 
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hands are safe, the operation is, so far, and in 
hhis, its first step, useful and productive to the.; 
public. But as soon as the notes are eschanged 
by him for some other article which is capital, 
they fall into the channel of circulation as so 
much circulating medium and form an addition to 
the mass of currency. The necessary effect of 
every such addition to the mass is to dimmish the 
relative value of any given portion of that mass, 
in exchange for commodities.” 

But it may be objected that rupees are not- 
issued into circulation by discounting bills. The. 
effect upon the circulation and the level of prices,, 
however, is the same whether an addition is made; 
to the currency by discounting bills, or by the 
conversion of gold, or Council bills imported inte 
rupees. It might also be objected that the Bank 
of England notes were inconvertible while the 
rupee is partially convertible. The G-overnmenf 
convert rupees into gold or sterling bills when 
remittances have to be made to foreign countries’ 
in settlement of an adverse balance of trade.. 
Eemittances ‘‘can be made from India to the- 
other countries in adjustment of the trade balance 
as freely as before, and when such remittances 
are made on a large scale the inevitable effect 
will be a contraction of the circulation of rupees.” 
But it may be long before the need for making 
such remittances on a large scale arises. If the 
foreign demand for a country’s exports was weak 
so that the slightest rise in prices caused th^ 
demand to fall off and turned the balance of trade 
against, the country, the volume of currency would 
be quickly reduced by the withdrawal of rupees 
from the circulation in order to make foreign 
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remittances. But if the foreigri deniand is strong— 
the exports, for example, consisting of raw 
materials of which the country in question has a 
monopoly — the level of prices will have to rise to 
a great height before a favourable balance of 
trade is turned into an unfavourable balance of 
trade and the necessity for making heavy foreign 
remittances arises. Now, as a matter of fact, the 
balance of trade is generally in India's favour. 
Brom 1898 to August 1912, the balance of trade 
was unfavourable to India for a short time in 
1907-08, when 9 crores of rupees were withdrawn 
from circulation. The effect of the contraction 
of the circulation upon prices was negligible. 
Prices had risen sharply on account of famine in 
1908; with the return of normal conditions they 
returned to the old level. The general index 
number was 133 in 1907, 143 in 1908, 134 in 
1909, 132 in 1910, 134 again in 1911 and 141 in 
1912. There is, thus, not much evidence of a fall 
of prices which might be attributed to the with- 
draw! of 9 crores from circulation.* 

It may be here emphasised that economic* 
forces which tend to contract the circulation and 
lower prices never work so smoothly and 
automatically as is generally supposed. The 
classical theory of the distribution of precious 
^metals through changes in prices has certainly 
the merit of simplicity. The amount of money 
needed by a country", says General Walkeiv 
is that amount which will keep its prices (after 


* The active circulation of rupees and currency notes is> 
estimated to he J90 croies in 1907 and 181 crores in 1908. 
Keport on the Kise of prices, p. 92^ 
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allowance is made for the cost of transporting 
goods) at a level with those of countries with 
which it has commercial relations.” This is the 
old Bicardian doctrine. It contains an important 
element of truth, but it ignores economic friction. 
It is generally recognized among economists that 
this theory, stated baldly and without qualification 
as Eicardo stated it, is not true. Trade balances 
are not ordinarily adjusted by the exportation of 
specie. Very often the necessity for shipping 
gold or importing gold is avoided by readjustment’ 
in the prices of exports and imports ; a number 
of devices are also employed for preventing or 
lessening the flow of gold from a country with an 
adverse balance. Lastly, the export of gold from a 
country, when it does take place, may make such 
an infinitesimally small addition to the world’s 
gold circulation, that the effect upon the world’s* 
price level may be nil. The last point is important. 
Mr. Shirras has no hesitation in saying that the 
sale of Eeverse bills in 1907-08 had the effect of 
contracting the circulation in India, which lowered 
Indian prices, thereby causing imports to decrease 
and exports to increase. His argument, if any- 
thing, means that, as a result of the export of gold 
from India, world prices rose while Indian prices 
fell, so that India became a good market to buy in 
and a bad market to sell in. The suggestion that 
the withdrawal of 9 crores from circulation in 
India had that effect seems to be wholly un- 
warranted. 

' .. The Eicardian theory, as Professor Kinley 
sa-ys, is “too simple and sweeping.” And if the flow 
<of gold under the influence of changes in prices is 


. L. 
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not immediate and .complete, it is ^possible that 
a country '' may ..for,, a, time hold .its,, supply of;, 
money at a level, relatively , higher than that oi 
the world at large, „and during that time , many , 
consequences of great importance,, to individuals, 
and classes may occur because of, the difference, in 
level.’:’* 

According to the classical theory gold is im^^ 
ported or exported, and* the amount of the 
circulating medium increases or decreases, accord- 
ing as the level of prices in a country is lower or 
higher than the world’s price level. But it is 
easy to show that the inflow and outflow of 
gold has generally no appreciable effect on the 
export and import of goods. Apologising for 
introducing evidence on so simple a point, Laugh- 
lin shows that while prices in the United States 
were rising from 1878 to 1883, instead of a falling 
off in the value of exports there was an advance. 

Indeed, instead of a restriction of exports be- 
cause of the imports of gold there was a heavy 
excess of exports over imports of goods 
during the whole period.”t In the case of our 
own country the average annual imports of 
treasure (net) in the quinquennium 1909-10 to 
1913-14 amounted to £ 25,919,000 as compared 
with £ 17,503,000 for the quinquennium 1904-05 
— »to 1908-09 and yet prices werA. higher in the 
former quinquennium. ’ ‘ ■ 

It thus appears that if a country’s currency 
consists of token coins which are convertible intb 
gold only for the payment ' of international 

Motley’* by Kinley, p. 95, . f , 

’ t Pii«icipUs of Money p. ?74.' , 




r 
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mdebtedness, and if the balance of trade is in the* 
conntry’s favour, so tnat the supply of tokens* 
constantly increases, in time the currency may 
become redundant. In the long run, of course,, 
the rise of prices would lead to the exportation 
of the excess currency and prices must fall, but- 
the long run may prove to be a very long run 
indeed. And in the meantime, because of the 
depreciation of money, important consequences 
may occur to various classes of the community. 

I hff -rfoP ixTui th L^vel of Pricpf. 

One of the arguments used by Mr. Datta in 
support of his view that the rise of prices w^as not 
due to the redundancy of currency is that from; 
1898 to 1912, the exchange value of the rupee in 
terms of gold never fell below Is. 4(7. (except in 
1908-09), from which he infers that the currency - 
never became inflated (except in part of the year 
1908-09). He says : — 

“ Tnroughout the period under enquiry there 
were also no signs of a redundancy of rupees for 
any length of time as it would have led to the 
export of gold in the form of currency or bullion 
and a continued fall in exchange. The statement 
below shows the imports and exports (less the- 
quantity of gold produced in India) of gold and 
rates of exchange. It will appear that since the -«i«^ 
stability of the gold value, of rupee w^'as esta- 
blished, exchange fell below the fixed ratio of 16<i. 
per rupee only in the year 1908-09, and there 
wore signs of redundancy of rupees for a part of 
that year, when the export trade was stagnant* 
and there w^as a financial crisis in America, but* 
the Government of India were, by selling bills on. 


BISE OF PBICES IN INDIA BEFOBE THE WAE 115 



liondon, able to immediately arrest the downward 
course of the exchange, and the imports of gold 
more than recovered in the next year. Except, 
therefore, for only a portion of a year, there have 
been no indications of a redundancy of coinage in 
India.’’t 


■:pi 



4! 


It cannot, of course, be denied that there is. 
an intimate connection between the value of 
money and exchange. The depreciation of cur- 
rency must effect the exchange. This is one of 
the truths established by the Bullion Committee. 
If, under a paper or silver currency, the market 
price, of gold exceeds the mint price and the 
exchange falls beyond the cost of transmission of 
specie, then the common cause of the premium on 
gold and the fall in exchange is the depreciation 
of money. The exchange, more fully, is subject 
to two sets of influences, to fluctuations of limited 
extent caused by changes in the ratio of the supply 
of bills to the demand for bills, and secondly, to 
flluctuations of almost unlimited extent caused by 
changes in the value of money. The second set of 
influences affect the exchange far more powerfully 
than the first. If money depreciated 60 percent* 
exchange would also fall 50 per cent. The fall in 
exchange is thus a sign and the measure of the de- 
preciation of money. Before the closing of the mints 
to the coinage of silver our exchange was subject 
to both kinds of influences. The depreciation of 
the rupee caused a heavy fall in the exchange. The 
bullion value of the rupee governed the ex- 
change— or, in other words, the exchange depended 
on the market price of silver. But the rupee 

Keporfc p. 94* 
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became a token coin in 1893, Its value was 
artificially fixed at I 5 . 4:d. Our exchange ceased 
to be affected by the second set of influences, i.e.^ 
the fluctuations caused by changes in the value of 
the Gurrehcy. It rose or. fell within the specie 
points as the supply of foreign bills happened to 
be greater or less than the demand. As long as 
the Government had plenty of reserves abroad 
against which they were able and willing to sell 
sterling bills whenever the need arose, the ex- 
change could not fall. The rupee in terms of 
gold could not depreciate. But no means could 
be devised to prevent the depreciation of the 
rupee in terms of commodities. And therefore 
we have the strange. phenomenon that while the 
exchange remained stable, the rupee continuously 
and heavily depreciated in terms o£ commodities 
in India. 

In 1908-09 the exchange fell below Is. 4cZ. 
per rupee, and according to Mr. Datta there 
were signs of redundancy of rupees for a part of 
that year.’’ But the redundancy of currency is 
not regarded as one of the causes of the crisis in 
^ ‘exchange of 1907-08. The crisis in America and 
the heavy decline in Indian exports sufficiently 
. explain the situation which arose in India in the 
latter part of 1907. The number of importers, 
, for the time being, being greater than the number 
■ of exporters, the supply of foreign bills was less 
than, the demand and exchange fell. “ It is when 
. the holder: of rupees is looking about for sterling 
in order to pay his debts to his creditors in Man- 
V < ^hester :that a fall in ..exchange occurs.”'^ The 

. Si r inomi AbrabamB in his ' evidence befoii e the Cham ber- 
laia Commission. (. -v , 
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difficulty wa^ increased by the policy adopted ‘ 
by the G-overnment in regard to gold at 
the beginning of the crisis. It is said that when 
the crisis came some one asked for £10,000 of 
gold from the Accountant General of Bombay, and 
the Accountant General said, ‘'Why do you ask ^ 
for it ?” Sir Edward Baker, the Finance Mem- 
ber, was wired to and he said “ Gold is not for ' 
export, it is only for internal purposes/' If the - 
Government had given gold freely for export, or 
which is the same thing, declared their intention 
of selling sterling drafts on London freely as 
soon as the exchange began to fall, the exchange 
would not have fallen below specie point, whether 
the courrency was redundant or not. And when ■ 
they actually did announce their intention of 
selling Eeverse Councils, the fall in exchange was ; 
arrested. This point deserves emphasis, for 
under a gold exchange system, that is a system * 
under which the rate of exchange is controlled by 
Government, the stability of exchange is no 
argument against the existence of a redundancy . 
of currency, nor is a temporary fall in exchange . 
a necessary consequence of inflation. There is, 
in fact, very little connection between the volume 
of a token currency and a * managed ' exchange. 
Interesting evidence on this point was given' by 
Sir Lionel Abrahams of the India Office before ; 
the Chamberlain Commission;— • 

“ I think the connection between the volume ; 
of token coinage and the stability of exchange is ’ 
vary remote, as indeed is shown by the fact that 
now at this moment^ the token coinage, is of • 
greater volume than ever before, and I think ‘ Ona ' 
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might almost say that exchange is more stable 
than it ever has been. According to my view the 
stability of exchange depends on trade conditions, 
and the trade conditions may be affected, I admit, 
but are slowly and indirectly affected, if at all, by 
changes in the volume of currency”. 

Important changes in the volume of currency 
would affect exchange in the long run. If the 
currency expands, other things being equal, prices 
must rise. The rise of prices encourages im- 
porters, discourages exporters and tends to turn 
the balance of trade against the country. Ex- 
change therefore falls. A contraction of the 
currency, similarly, lowers the level of prices and 
tends to raise the exchange value of the token 
cupency, other things being equal. But other 
things are never equal, and it was never more 
true than in the present case that long 
period results do not exist ; their universe is the 
abstract. 



It has been thus shown that during the 
period 1898-1912 the movements of exchange and 
prices were entirely unconnected with each other. 

Ihs ] ncTedfe hi thif Hupee GiTQolcLtuiii ds cimfipuTeii 

with the Growth of Business, 

Mr. Datta’s conclusion that the increase in 
the quantity of rupees in circulation had no 
important effect upon the level of prices is based 
upon his statistics of the growth of business. 
These statistics show that in 1911 business 
increased 122 per cent, and that the growth was 
specially marked from 1904. More currency was 
therefore required to satisfy the growing needs of 
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Jrade. Mi\ Datta says : ‘‘ In the absence, there- 
fore, of any marked increase in the rapidity of 
circulation of credit — and we have had no evidence ; 

of any remarkable change in the rate during the 
last two decades^ — the demands of business would 
necessitate a corresponding increase in the volume 
of currency and credit. But the volume of rupees 
and currency notes" in actual circulation has 
increased only 60 per cent, as compared with the t 

120 per cent, increase in the grow’th of business.”^ 
Considering that the supply of rupees increased ■ 

-much less rapidly than the demand, prices should 
have fallen. The development of credit, however, 
was much more rapid than the growth of business, 
and the growth of credit, according to Mr. Datta, . 
had an important effect on the level of prices. 

The effect of credit upon prices in India has j 

already been discussed- It remains to consider I 

whether the increase in the volume of money, 
apart from credit, was less rapid than the growth ; 

of business. The following points may be noted 

1, Mr. Datta’s estimate of our rupee circu- 
lation does not include the circulation of 
sovereigns. But the sovereigns formed part of 
our circulation before the war and their absorp- 
tion into the currency was increasing every year, 

^ and for that reason they should have been 
included in the estimate of the active circulation 
in considering its effect upon prices. 

2. Mr, Datta neglected the circulation of 

small silver coins without giving any- reasons. ; 

5Che fractional silver currency is used daily in ! 

"retail transactions of all kinds. The rapidity of 

Eeport on the Enquiry into the Eise of Prices, p. 92. 
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Circulation of these coins is also great. ’ Mr. 
Atkinson regarded the circulation of small silver 
coins as an important item in India. “The 
circumstances of India are such, wages being 
comparatively so low that the circulation of small 
silver coins might, at any time, if issued, in too 
large or too small quantities, assist in inflating 
or contracting the currency, and consequently in 
estimating the total active monetary circulation, 
the circulation of small silver coins should be inclu- 
ded.” Four half crowns according to Dr.Marhsall 
affect prices in the same way as a half sovereign. 
(Gold and Silver Commission, Q. 9629). Similarly 
two half rupees or four quarter rupees have the 
same effect upon prices as a whole rupee. 

3. According to the Prices Committee there 
was not “ any marked increase in the rapidity of 
qurrency and credit ” during the period under 
enquiry. The rapidity of circulation depends 
upon certain .technical conditions ; it increases 
with the development of the means of trans- 
portation and communication, increasing density 
pf population, and concentration of the population 
in towns, the growth of prosperity and the growth 
, of business confidence. All these causes., as shown 
by Mr. Datta himself, were at work during the 
period under enquiry, and it is impossible to 
believe that the rapidity of circulation was not 
affected. The increase in the rapidity of circii- 
.latipn was • remarkable enough to attract Dr. 
Marahalhs attention, who referred to it in hie 
! evidence before dhe Fowler Committee (Q. 11,160), 

Report OQ the Enquiry into the Rise o f Ptioes, p. 92. 
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.4. . It may be doubted wh ether the general; 
index number of the growth of business of the 
Prices Committee is reliaible. The general index 
number is an unweighted arithmetic average of 
the index numbers of the value of imports and ^ 
exports of merchandise and treasure (excluding | 

Governmonti stores) ; tonnage entered and cleared j 

with cargo; imports and exports, coasting trade; ^ 
passengers and freights carried by railways ; 
Treasury and Presidency Port Trust and munici- 
pal transactions ; receipts and payments ; capital ; 

of joint-stock companies registered in India, and 
consumption of rice, wheat, jute, cotton and |;] 

coal. , 

These indicators are not of equal value for 
measuring the growth of business ; some of them 
are, at best, indirect indices of trade. The in- 
crease in the number of passengers and the Ir 

amount of freight carried by railw'ays may well 
have been due to the expansion of the railway 
system and not to any proportionate increase ih 
production ; the growth of capital of joint-stock i 

companies is also used as an index of credit. 

Again, treasure should not have been included in 
the statistics of imports and exports, for our 
concern is with goods only, and quantities of 
imports and exports should have been taken instead r 

of values. The values of exports and imports ;• 

may increase in a certain proportion, not because 
the export and import trade has increased in 
that proportion, but because prices have risen. . 

As a matter of fact, the index number of imports, i-; 

calculated at the average prices of the respective 
articles for 1890-94 rose from 99 in 1890 to 174 
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in 1911, anfl that of exports, from 98 to 162, the 
.average index number of foreign trade thus 
iismg from 98-5 to 168, while Mr. Datta’s 
andex number rises from 99 in 1890 to 220 in 
iX 0 H • 

This part of Mr. Datta’s work is obviously 
•■of the roughest .possible nature, but he has not 
■realised the weakness underlying it. It has 
bean shown that Mr. Datta under-estimated the 
increase in the supply of money by not including 
in his estimate the circulation of sovereigns and 
the fractional silver currency, and by ignoring 
the probable increase in the velocity of circulation. 
As regards the growth of business, there 
ooo PJ-’o^ability that the index number 

tor IJll IS an over-estimate rather than 
■an under-estimate, in view of the fact that in four 
•cases Mr. Datta uses increase in value as an 
index of the growth of trade, and that he assigns 
the same importance to direct indices of trade 
and indirect indices, such as passengers carried by 
•railways, freight carried by railways, capital of 
joint-stock companies and post office transactions, 
r may be pointed out that in each of these cases 
4he increase in 1911 was greater than the average 
-for growth of business -. — 

Passengers carried by railways 288 

...311 

Post Office transactions ... 261 

Capital of joint-stock companies ... 264 
General index number of growth of 
business , 222 

_ 'To determine Whether the rise of prices in 
India during 1904-12 was in any measure due to 
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iilflation we may try a new method*^ Suppose^ 
we take two periods during which prices were 
generally at the same level. Then if the amount 
of the currency had increased during the period, 
it may be assumed that the increase was necessi- 
tated by the growth of business, for if it had been 
^ greater or less than the requirements of trade, 
other things being equal, prices would have risen 
in the one case and fallen in the other. The rate 
of expansion of the currency, thus, is that required 
to keep prices steady when business is growing 
in a certain proportion. Now, if during a period 
j of rising prices it was found that the rate of the 
growth of business had not changed while the rate 
of the expansion of currency, consisting as before 
of rupees and notes, had become more rapid, the 
conclusion would be drawn that the rise of prices 
was due to increase in the currency, provided 
that there was no decrease in credit circulation 
and no decrease in the velocity of circulation of 
money or credit during the period. For example, 
prices in 1896 and 1904 were at the same level 
in India, t but the rupee circulation (including 
' notes) increased from 127 crores in 1896 to 152 

crores in 1904, the annual rate of increase being 
2*273 per cent. As prices in 1896 and 1904 were 
at the same level, it may be assumed that the 
"*expansion of the rupee circulation at the rate of 
2*273 per cent, annually was just sufficient for 
the growing needs of trade. In the next period, 

* See Ml, Hookers's paper in the Journal of the Koyal 
Statistical Society for December, i9il. 

t The Index Number of rupee prices stood at 106 in. both 
i years (Datta’s Report p. 29.) 

i ■ 


124 THE EISE or PfilCES IN INDIA BEEOEB THE WaE' 



1904-12 the rupee circulation increased from 152 
crores to 214 crores, the annual rate of expansion 
being 4’376 per cent. Other tMuge biing equal, the 
amount of rupees and notes required in 1912 to 
keep the price level steady was 182 crores, 

1912 the excess of our actual supply of rupees over 
our normal requirements was 32 crores of rupees. 
But did other things remain equal? 

1. As- regards the growth of business, the 
rate of growth, if anything, was slower between 
1904-12 than in the first period. This is only 
liatural, considering that the volume of trade was 
larger in the second period than in the first.’ 
Taking imports and exports in the inland and 
foreign trade as our guide, we find that the index 
number of inland trade rose from 107 in 1896 to 
195 in 1904 and 234 in 1911 j the index number 
of the value of exports from India (prices calcula- 
ted at the average of 1890-94) rose from 94 in 
1896-97 to 146 in 1904-05 and 160 in 1911-21 ; 
that of imports rose from 108 in 1896-97 to 140 
in 1904-05 and 174 in 1911-12- 

2. The rapidity of circulation, as I have 
tried to show above, was increasing during thq 
whole period. That being so, the rupees and 
notes required in 1912 to maintain prices at the 
level of 1904 was probably less than 182 crores,. 
and the excess was probably greater than 32 
crores. 

3. The influence of credit upon prices in 
India is negligible, but if, as Mr. Datta argues, 
the influence of credit upon prices in India is 
important, the amount of rupees and notes 
sufficient for the “ normal requirements ” of trade 
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•in 1912 was probably less than Es. 182 crores, for 
•according to Mr» Datta’s statistics, the develop- 
ment of credit between 1904-12 was mnch more 
rapid than between 1896-04, the index number 
rising from 118 in 1896 to 171 in 1904 and 286 
;in 1911 (average of 1890-94=100). 

! 4. The following table shows the net issues 

and i rupee and the absorption bf 
sovereigns in India. Complete figures for the net 
issues of small silver coins in 1910-11 and 1911-12 
could not bo obtained. 


1 

Year. 

Net issues of i, i 
and rupee in 
thousands of 
rupees. 

Absorption 
of sovereigns in 
lakhs of rupees. - 

1896-97 ... 

+ 2,832 


1897-98 ... 

-258 


1898-99 ... 

+ 1,444 


1899-00 ... 

-f 3,812 


1900-01 ... 

-2,187 

314 

1901-02 ... 

—54 

147 

1902-03 ... 

+ 670 

323 

1903-04 ... 

+ 2,359 

492 

1904-05 ... 

+2,308 

440 

1905-00 ... 

+ 3,212 

570 

1906-07 ... 

+4,221 

766 

1907-08 ... 

+ 2,219 

1,112 

1908-09 ... 

—696 

515 

1909-10 ... 

+ 1,376 

431 

1910-11 ... 


1,215 

1911-12 ... 


1,333 
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_ The circulation of sovereigEs and small silver- 
kDown, but the table makes it clear 
of both was much larger 
dmmg the 8 years succeeding 1903-04 than during 
the preceding 8 years. uuLing 

• shows that the rise of prices 

of th^ruS^'^^ was due to the. inflation 

oi tne rupee currency. 



Effects of the Rise of Prices.* 

It is generally supposed that the rise in the^ 
prices of agricultural produce is beueficial to the 
country as a whole. As the profits of agriculture 
increase, the prosperity of the agricultural classes 
increases, and since the agricultural classes form a 
very considerable proportion of our total popu^- 
lation, it may be said that the prosperity of the 
country as a whole increases.- This view of the 
matter is accepted by Sir. Datta vrho criticizes the 
belief ‘‘ that the rise of prices is detrimental to 
the interests of the country as a whole.” Popular 
opinion in India, says Mr. Datta^ is the opinion 
of a very small section of the population — the 
educated classes. The educated classes consist of 
landlords, capitalists, employees in Grovernment 
or private service with fixed salaries, and mem- 
bers of the learned professions dependent for their 
income on customary fees. Now it is a well 
ascertained fact that the rise of prices does not 
affect the different classes of the population in the' 
same way. Those classes whose income is fixed, 
but whose expenditure is variable, are injured by 
the rise of prices. But those whose incomes rise 
faster than the prices of commodities gain by the 


^ February 19W 
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rise of prices. In considering the effects of the 
rise of prices on general welfare we must, there- 
fore, take into account the numerical strengh of 
those classes whose incomes are variable and of 
those whose incomes are fixed. Persons dependent 
upon land for their income form 60 per cent, 
of the total population in India; agricultural k- 
labourers- 13'3 per cent. ; industrial and com- 
mercial classes 1 8‘1 per cent. ; general labourers 
<not agricultural) 2-3 per cent. ; professional 
classes 1’6 per cent. ; public servants 1'2 percent.; 
■domestic servants I’S per cent, and other oc- : 
cupations 2’0 per cent. Including agricultural 
labourers, 73‘3 per cent., of the population are 
dependent upon land for their subsistence. Hence 
Mr._ Datta’s conclusion that “the prosperity of 
India depends largely on the prosperity of those 
who are dependent on agriculture for their sub- 
sistence and not so much on that of the profes- 
sional classes and public and private servants who 
form only a microscopic minority of the popu- 
;lation-”t 

Now i^ cannot be denied that large farmers 
■have profited greatly on account of the rise of 
prices. They have enough of land. They produce 
not only for their own consumption but for the 
market. Those who have a surplus to dispose of 
'are naturally pleased when they can sell it at a - 
‘high price. The higher the price, the greater is 
■their profit. 

A general rise of prices, howe'v'er, is not an 
"unmixed blessing to any farmer, he he a large or 
The farmer has no need to buy 

‘ t HepOIt p, 40. ' ' 
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food-stuffs, milk or ghee, or fodder for cattle, but 
he spends a certain amount of money every year 
on iron, cloth, shoes and other miscellaneous 
articles. When all prices rise, his expenditure 
must increase. To this extent he is injured by the 
rise of prices. 

A large farmer stands to gain by the rise in 
the prices of agricutural produce. But the great 
majority of f armeA h^e not enough of land. By 
this it is meant that their holdings are very small 
and that what they produce barely suffices for 
their own consumption, I have questioned a 
number of small farmers on this point, and cross- 
examined them very closely, but the replies that 
I got were of the same nature, k typical answer; 
was that of Hassu, Arain, aged 45 of the village 
Bania in Moga Tahsil : main heehan tan 
mehngiijai da savad ae ; dane Tchane joge nahin 
hor^de ; sanu mekngiyai da hi savad Another 

farmer said : chhote zamindaran da tava mundha 
hi rehnda hai.^ 

Other replies received were : masan logan de 
dhidh pure honde hain. Massan dang tapda hat. laklif 
bnhta'n hai, tusi jande ho. VaJii karke hakh nahin 
hachda. Bar sal das bis charh jande hain., Zindgi 
masan basar karde hain. Bar wakt inhan nun jihr 
hi lage rehnde hain.^ 

L The rise of prices would mean somethin" to me if I bad 
anything to sell. What I produce is barely sufficient for my own 
consumption. The rise of prices means nothing to me. 

2 Small farmers find it difficult to make the two ends meet. , 
It is with great difficulty that people manage to live,. 
What we have barely suffices for a single meal. We suffer much 
as you know. Tilling the foil pays little. Our indebtedness 
increases every year Ihey (small farmers) are always full of 
cares. 
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Almost every small farmer is in debt. It 
should not be supposed that extravagance on the 
occasion of a marriage or a funeral is the only 
cause of his indebtedness. Not infrequently he 
borrows to pay the rnamla to the Sarkar. M^amla 
le ke da' da liai ; har bar m^amla le ka daida ha.i^^ 
said Hassu whose debts amounted to 120 
rupees. The rate of interest that a small farmer 
has to pay is, in most cases, exhorbitant. A large 
farmer is able to borrow on easier terms because 
of the better security he can offer for the loan. 
Shrah siid hash haisiyat qarza giranda ke hoii hai,^ 
said a village official. 

The small farmer has very little to gain by 
„the rise in the prices of agricultural produce. The 
farmer is a gainer only when he produces more 
than what is sufficient for his own requirements ; 
he is a loser when he produces less than that 
quantity. When his production is barely suffi- 
cient for his consumption, it is a matter of indif- 
ference to him whether corn is selling at a high 
or low price. It is also important to remember 
that the number of large farmers in India is 
comparatively small. The average size of the 
holding is small and it tends to grow smaller. 
In the Ferozepore and Hoshiarpur districts 
large farmers, it is estimated, form about 15 to 
20 per cent, of the land-owning classes. In any 
case they form a minority of the agricultural 
population. The fact that the rise in the 
price of foodstuffs enriches a minority of the land- 

4. We have to borrow in order to pay the land revenue ; 
whenever we have to pay the land revenue vfe have to borrow. 

5. The rate of interest varies according to the means of the 
borrower. 
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'iowners deserves emphasis. It is wrong to think 
that the rise in prices benefits the agricultural 
classes as a whole. It only makes the rich far- 
mer still richer. 

As for the agricultural labourer, the price of 
food would be a matter of indifference to him if 
he was always paid in kind and his share of 
the produce was sufficient for his consumption 
throughout the year. But with the rise in the 
prices of all agricultural produce the tendency to 
substitute cash payments for grain payments has 
increased. This is made clear by the Report on 
the First Regular Wages Survey of the Punjab 
taken in December, 1912 : — 

The following table compares the percent- 
age of villages reporting cash and grain wages 
paid to unskilled labourers in 1909 and 1912 ; — 


Purely cash. 

Cash with grain 
or other sup- 

i 

purely grain, 

1909 

... 49 

plement. 

48 

i 

1 3 

1912 

... 68 

40 

2 

1 

1 


‘Mn Hissar, Grurgaon, Grujrat, Jhelum, Rawal- 
pindi, Mianwali and Muzaffargarh the few grain 
" wages reported in 1909 have disappeared, w’-hile 
in Gurdaspur, the percentage of villages in which 
purely grain wages are paid has fallen from 
21 to 2. In Hissar, Gurgaon,. Jhelum and Rawal- 
pindi there was even in 1909 no general custom 
of paying grain wages, and the few cases then 
reported were due to the excellence of the autumn 
harvest. The decrease in the other districts is 
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dm tq the growing tendency to substitute cask 
for grain wages.'’ 

Where wages are paid partly in cash and. 
partly in grain, the agricultural labourer, like, 
his fellow worker, the town labourer, must buy 
corn in the market to supplement his grain wages.. 
Where wages are paid purely in cash the agricul- 
tural labourer is affected by the rise in the prices, 
of agricultural produce precisely in the same way 
as any non-agricultural worker. 

The rise in the price of food, therefore,, 
seriously affects the agricultural labourer. It 
diminishes the purchasing power of his income. 
.As the price of food rises, he must spend an 
increasing proportion of his income on the 
necessaries of existence, and a decreasing proper-- 
tion on other commodities. Wages, as a rule, do 
not rise as rapidly as prices, and therefore every 
increase in the cost of living low^ers the standard 
of comfort of the agricultural labourer. He does 
not share in the prosperity of the great landlords 
though he helps them in filling their coffers with 
gold and silver. If wages remain stationary he 
is actually injured by the rise of prices. If the 
rise in wages is equal to the rise in prices, he is^ 
neither a gainer nor a loser — but this is rarely ^ 
the case. 

Our agricultural labourers live very near the 
margin of starvation. Their daily earnings are 
so small that one wonders how they can live at 
all. The Wages Survey of the Punjab made in 
December 1912,: shows that out of a total of 1617 
villages for which reports were received, in 398 or * 
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25 per cent, of the villages the rate of daily wages 
paid to agricultural labourers, including value of 
payments in kind, was 4 annas or less; in 773 
■ or 48 per cent, of the villages the rate varied 
betwen 4 annas and 6 annas ; in 379 or 23 per 
cent, of the villages it varied between 6 annas 
and 8 annas ; and in 67 or only 4 per cent, of the 
villages it was higher than 8 annas. The agricul- 
tural labourers do not seem to have profited much 
by the rise of prices. 





The Best Index of Prosperity.* 


The annual income of India has considerably 
increased during the last fifteen or twenty years. 
Dr. Marshall defines a country’s income or the 
national dividend as the “ the net aggregate of 
commodities and capital, material and immaterial, 
including services, produced annually by the 
labour of the country acting upon its natural 
resources.” Mr. Datta points out that “ in recent 
years there has taken place with the development 
of the resources of the country and the growth of 
enterprise on the part of the community as a 
whole, a very considerable increase in this annual 
income.”t How far is the growth of the national 
income a sign of prosperity and a proof of increase 
in economic well-being ? 

It is very often said that an increase in the' 
size of the national dividend is the best index 
of prosperity. But, under certain conditions, an 
increase in the annual income of a country in 
terms of commodities and services may be 
accompanied by a decrease in economic welfare as 
a whole. An increase in the aggregate size of the 
national dividend signifies an increase in economic. 

♦February, 1917. tfieport p. 184. 
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•well-being when the absolute share of no large 
group of persons in terms of the commodities 
which that group is accustomed chiefly to con- 
sume decreases. Suppose population has incre- 
ased faster than the supply of goods. The total 
share of poor groups of persons in the national 
dividend may be larger t^an before, but income 
per head will be less. Or suppose that while the 
supply of food has increased as fast as the popu- 
lation, or even faster, the price of food rises 
owing to the existence of monopoly or export. 
The monopoly would benefit only a class of 
persons ; similarly the export trade would make 
the rich exporter still richer. The increase in the 
imports of articles of luxury and convenience 
would enable some classes or tbe community to 
raise their standard of comfort. All this may be 
admitted. But the rise in the price of food will 
diminish the absolute share of poor groups of 
persons in terms of the commodities and services 
which they are accustomed chiefly to consume. 
The increase in the aggregate size of the national 
dividend will not augment the economic welfare 
of the community as a whole. 

We are apt to attach too much importance to 
the production of wealth, with the result that 
. consumption is altogether neglected. Man is not 
merely a wealth producing machine. The end of 
all production is consumption. It is the duty of 
the economist to enquire whether an increase in 
the quantity of goods produced has led to an in- 
crease in the consumption of every class of the 
community. This cannot be taken for granted. 
A study of consumption is important in itself. 
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and not merely because consumption reacts on 
production. Economists love to talk about 
productive and unproductive consumption— this 
is again subordinating consumption to production. 
They praise consumption which results in 
increased production ; they condemn Gonsumption 
which has no such effect. But one does not 
consume in order to produce but produces 
in order to consume. Gonsumption, not pro- 
duction, is the final goal of economic activities. 
One who regards an increase in the aggregate 
size of the national dividend as an absolute 
proof of an increase in economic well-being 
argues in a round-about way. Since the national 
dividend has increased, he thinks, the share of 
every one in the national dividend must have 
increased. But this may or may not be the case. 
Mr. J. A. Hobson, a thinker of refreshing in- 
dependence, in his stimulating work on Work 
and Wealth"" says that ‘‘ a merely pecuniary 
statement of the ‘ value ’ of this dividend conveys 
no reliable information as to the human or vital 
welfare it involves. Making due allowance for 
all temporal or local variations of price, the 
istatement that the. national income has doubled 
in the last century or even that the income per 
head of the population has doubled, affords na 
positive proof that any increase has been made in 
the national welfare, much less how much 
increase/’ 

The. question of distribution is as important 
as that of production, or the size of the national 
dividend. Suppose that the national dividend 
increases one hundred per cent, but that the 
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^hole of the increase or the major portion of it is 
monopolized by the wealthier classes of the com- 
munity. There would be no increase in the 
'economic well-being of the community as a whole 
in. such a case. The rich undoubtedly become 
richer, but there is no improvement in the lot of 
the great majority. And it is the happiness of the 
;great majority which is the economist’s chief 
concern. It does not make much difference to a 
rich man when his income increases from ten 
thousand rupees a month to eleven thousand, but 
a ten per cent, rise in the income of a poor man 
means much to him. This is what is meant by 
•saying that the marginal utility of money is 
greater to the poor than to the rich. 



The national dividend is generally con- 
ceived in terms of money. The real dividend 
consists of concrete goods and services. But, j 

following Hobson, we may say that the human |: 

dividend consists of ^‘the amount of vital or Ij 

•organic welfare conveyed in the producing or 
^consuming processes f or which this concrete income i! 

stands.” The prosperity of a country may be 
said to inorease when the aggregate size of this 


human dividend increases. 


Increase or decrease in the size of the human 
' ^dividend, as defined above, can be measured by 
means of a double standard — the standard of 
-consumption and the standard of cost. If the 
•consumption of every class of the community^ 
especially of poor groups of persons, increases, 
there is a prima facie reason for believing that 
human welfare has increased, provided the hours 
of labour have not become longer or the conditions 



} 



138 


THE BEST INDEX OE PEOSPEEITY j 


of work more arduous. The quantity as well to 
the quality of the things consumed should be 
taken into consideration. An increase in the 
consumption of intoxicating drinks or harmful 
luxuries is not an index of the growth of prosper!-* 
ty. The cost factor is very often neglected.. 
But it is obvious that if the human cost in- 
volved in the production of goods or services 
increases, an increase in the amount of those 
goods and services does not imply any increase in 
feconomic well-being. In order to prove that a 
(people’s prosperity has increased it is necessary 
to show, in the first place, that the consumption 
of no group of persons, especially the poor, in 
terms of the . commodities which that group is 
’accustomed chiefly to consume, has decreased — 
that is, in no case have the necessities of the past 
become the luxuries of to-day ; and in the second 
place, that there has been a fall in the real cost 
of production in terms of the pain and the sacrifice 
involved in the production of goods and services. 

It is undoubtedly true that for some classes 
of our community the luxuries of the past have 
become the necessities of to-day. But it is equally 
true that for other classes of the community the 
necessities of the past have become the luxuries 
of to-day. Ghee has become a luxury for the 
poor. It was not a luxury when its price was 
two seers per rupee. Wheat, again, was not a 
luxury when its price was 30 — 40 seers per rupee. 
The demand for wheat, even in the Punjab, is 
elastic, i. e., a greater quantity of wheat is con- 
sumed when its price fails. When the price 
rises, poor people are compelled to substitute- 



THE BEST II^DEX OP PROSPERITY 1 39' 

barley, hajra or maize for wheat iin their consump- 
tion. Milk again has become a luxury for the 
poor- If the Prices Committee had questioned 
agricultural and industrial labourers directly as 
regards the effect of the rise of prices, the tone 
of their report would probably have been less 
optimistic than it is. It is the labourer’s day,” 
says Mr. Datta. I have met workers in some of 
the districts of the Punjab and also at Delhi 
and questioned them closely about their consump. 
tion. They do not say that they are happy 
or that their consumption has increased : — ; 

Moti, sweeper, age 20, general labourer — > 

Bohat tang hoida hai^ 

Buta, sweeper ; age 40 ; general labourer — • . 
Melinat na mile to bhuka rekna parta Jiai ; jagir 
naJiin, jaidad nahin,^ 

Milkhi, chamar ; age 40 ; general labourer — 
Aukha guzara hunda hai, Roti na mile to lainme ho 
ke pai rae*^ 

Beri, sweeper ; age 32 ; general labourer — ^ 
Na labile to bhnke bH kat 

Pir Bakhsh, water-carrier ; age 45 — Boti ha% 
to Icapra mihifc, kapra hai to roti nahin.^ 

Phiro, chamar ; age 30 ; general labourer — • 

HamataroM mi sada taklif rehndi hai.^ 

1. We suffer mucli, 

2 When out of employment I have to go without food I 
have no jagir and no property. 

3. Ws find it difficult to make the two ends meet* When 
we get nothing to eat, we perforce starve. 

4* When we find ourselves without the means to buy food, . 
we go without it. 

5. Sometimes there is food but very little clothing and 
sometimes clothing, but very little food. 

6. The like of us always suffer. 
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Hussain Bakhsh, Sayyad * general laboured— 
Jis malik ne puida kiya Jiai woh deta hai, ek wakt 
naJiin to dusre waktJ 

Ali Mahomed, age 45 ; general labourer — 

Ek din pa kki) ek din na pakki.^ 

Ear am Bakhsh, age 60 ; general labourer — 

Mil gdyOL kJia liya nahin lamme pai rae? 

Kallo, tarkasJL^ — Bari taklif lioti Jiai ; rotiyan 
:nasib nahiii hotin^ iin tin din fake guzare hainA^ 

Musharraf Hussain, dabkiya^ — Guzara na 
guftah beh hai, Rozi nahin to rozahM 

Abdur Etahman, dahkiyd — Maudm ko dekh Uje^ 
jaise guzare hi surat hai> Taidif hai y a rahat liai, 
mausim ko dekh life ; kam wale jiine kain mb hi 
hichare dikkat main hain,^^ 

With such evidence before one it is impossible 
to conclude that the consumption of the people 
has increased. Direct questions on the con- 
sumption of ghee and milk elicited the following 
answers 


7. The Creator gives (bread), if not at one time, then at 
another. 

S. Sometimes there is bread to eat one day but none on the 
day following. 

9* There is no ahernative but to go without food when 
there is nothing to eat 

10. We suffer milch. We do not get bread to eat. Some- 
times we have to go without food for three days together, 
ll. The less we talk about how we live, the better. 
rozi {employment) means a roza Ifasti. 

* Worker in the wire.di awing industry, 
p. We are passing through hard times and that is a 
sufficient answer to the question as to how we live, whether in 
comfort or discomfort. All labourers, poor fellow^, are in troilble* 
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GHEE. 

Sadde nasiban wick kithhe.^^ 

Kah da hlmna 
Ajkal kithhe kha honda 

Ghee kiya khainge^ ate hi ie fur sat naJiin ; nak 
kali ho rahi hai-^^ 

Ghee paiie do paise ka^ Rukhi roti bhi mil jae^ 
to g animat hai.^^ 

Lahhe hi gal 

Hamataron ne hi khana*^^ 

Tuk labhe to thora.^^ 

MILK. 

Mai de sharir da pita hogaJ^ 

Gariban nun hi mil sakda hai.^^ 

JDudh bachpan main pi liya jab bap jita tha,^^ 
Jhut hai.^^ 

Ghhoie honge to pite honge-^^ 

Ho six main piya hi nahin.'^^ 

13. Ghee is not meant for poor people like us. 

14. Do'nt talk of ghee now a days. 

15. We cannot afford to buy ghee now-a-days. 

16. What to talk of ghee, we do not get enough bread to 


17 . 
we get 
iS. 

19. 

20 . 
21 . 

breast. 

22 . 

23. 
living. 

24 . 


, Gh* e worth a pice or two. We thank our stars whesi 
even unbutteied bread. 

. Yes, when we have money for it. 

. The like of us cannot afford to buy ghee. 

. It is much if we have a slice of bread. 

. No milk except that which I sucked at my mother’s • 

, Poor people cannot afford to buy milk. 

1 used to get some in my childhood while my father was 


Probably, when I was a child. 
Never tasted milk since I grew up» 
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Aji has miyan ! dudh hi jae pani mil jae to 
acJiha.^'^ 

All complained bitterly of haL Kal means 
high prices — ^whether the scarcity of food and the 
.resulting high prices are due to unseasonable 
rainfall or to other causes, “ Kal soda hi rehta 
said one of them, and it is only too true 
'that even when there is no famine in the country 
prices do not fall. The labourer cannot under- 
stand why the price of food remains at a high 
level even in years of good rainfall and plentiful 
harvests. All that he knows is that he has to 
buy his ata, dal and ghee at famine prices, and that 
.does not make him happy. 

The high price of food has contributed not a 
dittle to the increase in the indebtedness of poor 
'people. Rupaye kal main charhte hain^^^ I was told. 

I can easily understand how a man with an 
income of 10 to 12 rupees a month, with a large 
: family to support, cannot help running into debt. 
Extravagant expenditure on the occasion of a 
.marriage or a funeral, it is said, is the chief 
cause of indebtedness. But it is impossible for 
R poor man to avoid running into debt even if 
marriage and funeral expenses are moderate. 
The cost of living is high and his savings are 
nil The deposits in savings banks have increased, - 
,but it would be interesting to learn what part of 
these deposits is workmen’s deposits, i. the 
savings of poor people whose income does not 

27- Enough of this ! Even water in the place of milk 
,will do. 

28, There is always 

29. Kal is a cause of our indebtedness. 


^ .-.v ' •»» ■ ■■ 
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exceed 15 rupees a month. In ordinary times, 
Yvhen employment is regular, the poor labourer 
has great difficulty in making the two ends meet. 
It is no wonder at all that when there is a 
marriage or a funeral he is compelled to have 
recourse to borrowing. It is a wonder why any 
one lends him anything. Most of the labourers 
questioned had to pay debts of varying amounts. 
There were, however, a few who proudly told me 
that they had no debts to pay. One of these was 
Pir Bakhsb, water carrier, Jullundur, a devout 
Mohammaden who said — 


Bhuke rehna manzur hai, qaraz Una manzxir 
nahin.^^ 


To conclude : Economic well-being and pros^' 
perity are interchangeable terms. The growth 
of prosperity should, therefore, be measured by 
increase in well-being. The increase in the 
consumption of all classes of the community, 
especially the poorest classes, is the only reliable 
index of the growth of economic well-being or 
prosperity. A rise in the prices of necessaries of 
existence, which diminishes the consumption of 
.the poor, is not a sign of increasing prosperity. 


1 would rather starve thau borrow. 


ii 
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Unrest in the Punjab — Its Economie 
Causes.* 

One of the most important causes of the pre-- 
sent unrest in the Punjab is undoubtedly the 
enormous rise in the prices of food grains since- 
1912, which has diminished the real wages of: 
labour, urban as well as rural. The following 
table shows the prices of the food grains most- 
largely consumed in the province, in December 
1912, December 1917 and June 1919. Dor the 
sake of comparison average prices for 1894 have 
been shown in a separate column. 


Wheat 

Barley 

Jawar 

Bajra 

Gram 

Maize 



August yidj 
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INDEX NUMBEES. 



1912. 

1917. 

1919. 

Wheat 

100 

151 

187 

Barley 

100 

133 

186 

Jawar 

100 

136 

376 

Bajra 

100 

123 

1 320 

Gram 

100 

154 

! 203 

Maize 

100 

162 

254 

Average ... 

100 

143 

254 


The following table shows the rise of prices 
in June 1919, as compared with the year 1894 : — 



1894. 

1919. 

Wheat 

100 

364 

Barley 

100 

453 

Jawar 

100 

748 

Bajra 

100 

558. 

Gram 

100 

457 

Maize 

100 

476 

Average ... 

100 

509 


It will be seen that, as compared with 1912,> 
the prices of food grains, on an average, rose 43 
per cent, in. 1917, and 154 per cent, in 1919 ; as 
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•compared with 1894, prices have risen five times. 
It should also be noted that in the present year 
the prices of inferior food grains have risen to a 
greater extent than the price of wheat. 

The rise of prices inflicts no injury upon the 
labouring classes if wages rise more rapidly than 
prices. Sometime ago the Government of India 
appointed a Committee to investigate the causes 
and effects of the rise of prices in India during 
the years 1890-1912. As regards the effects of the 
rise of prices the view of the Committee was that 
the increase in the profits of agriculture had made 
India prosperous and that the labourers in every 
part of the country had shared in this prosperity. 
,Statistics compiled by Mr. Datta show that the 
wages of every class of wage-earners have risen 
in rural and urban areas and in cities much more 
rapidly than retail prices, and that the rise has been 
greatest in rural areas, and that among different 
classes of wage-earners the unskilled labourer in 
urban areas has obtained the largest increase. 
The rise has been steady throughout the period. 
In rural areas wages of both agricultural labourers 
and village artisans have risen enormously as 
measuf ed by their purchasing power of commodi- 
ties.’’ Since 1912, however, prices of food grains 
in the Punjab have risen far more rapidly than 
wages. The first regular Wages Survey of the 
Punjab was taken in December 1912 and the 
second in December 1917. Eeports of the Surveys 
show that while wages have risen in urban and 
rural areas, they have not risen to the same extent 
as the prices of food grains, with the result that 
real wages have in most cases fallen. The num„ 
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ber of villages selected for enquiry in 1917 was 
1829, of which 97 per cent* reported. In 17 per 
cent, of the villages the rate of wages (including the 
money value of any supplements) paid to agricul- 
tural labourers was 4 annas or less (25 per cent, 
in 1912) ; in 27 per cent, of the villages it 
varied between 4 annas and 6 annas (48 per cent, 
in 1912) ; in 27 per cent, of the villages it varied 
between 6 annas and 8 annas (28 per cent, in 
1912) ; and in 17 per cent, of the villages it was 
more than 8 annas (4 per cent, in 1912). The 
increase or decrease in the wages of every class 
of labourers in urban and rural areas as compared 
with 1912 is shown by the following tabes : — 

Ubban Wages. 



1 Fercentage of increase or 



decrease. 


Class of Xi abour ers. 




- 

Lahore^ 

Amritsar 

1 Multan. 

Workers in iron and 




hardware 

25 

Ml 

Ml 

^Brass, 'Copper and 




bell metal workers 

-) 25 

+ 12 

Mil 

Carpenters ... 

4 13 

Ml 

\ 4 10 

Cotton Weavers 

115 

4- 33 

Mil 

Masons and builders 

f 26 

Ml 

Mil 

Unskilled, labourers 

+ 29 

4- 19 

+ 29 


I 
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Percentage of Increase or Decrease^ 


, li 

li 

; 

\ 

District. 

CQ 

r-l 

O 

•+3 

o 

P4 

f-1 

c3 

o 

Blacksmiths. 

Masons. 

Unskilled 

Labourers. 

CT 

CD 

.g^ 

m 

p,' 

0 

s 


Hissar 

+ 42 


T 13 

H- 24 

-i- 51 

i ; 

Bohtak 

-1- 31 

. . . 

+ 56 

Nil 


. I;’ 

Gurgaon . . . 
Karnal 

+• 25 

... 

+ 10 

+ 50 

■8 30. 

+ 19 

( ; j ( 

1’ 

Anibala 

Simla 

.23 

... 

4- 4 

+- 20 

+ 21 

1 jf 

Kangra 

1+ 18 

.+ 29 

-1- 10 

+ 14 

•8 27 


Hoshiarpur... 

^ 9 

+ 22 

4* 8 

+ 9 

8 25- 

i ‘ ' 

Julluridur ... ] 

+ 21 

i 

> 6 

+ 31 

+ 53 

1 

Ludbiana ... 

+ 38 i 


+- 19 

+ 25 

f 28 

'll 

Ferozepur ... 

+ 19 

+ 6 

+ 6 

+ 27 

45 . 


Lahore 

+ 25 

. . . 


8 

+ 33 

59 

li; 

Amritsar .... 

+ 14 

. . . 

4 - 19 

^ 83 

4" 41 

p ' 

Gurdaspur ... 

+ 8 

... 

+ 14 

+ 45- 

r 27 

+ 47 

31 

1* ! 

Sialkot 

+ 8 


-8 19 

*+- S3 

Pj 

Gujranwala 

+ 16 


1 + 

3 

4 - 14 

!' 

Giijrat 

+ 11 

... 

-f 43 

+ 33 

+ 21 

! I 

Sh allpur 

+ 8 


+ 8 

Nil 

17 

i , { 

Jholum ..; 

+■ 8 

. . . 

+ 8 

4 - 7 

+ 32 


Eawalpindi...' 

- 50 

... 

4- 45 

+ 33 . 

14- 


At took 

-8 42 

... 

17 

+ 9 

-f 8 


Mianwali .... 
Montgomery’ 

+ 36 
-8 3 

+ 42 

+ 3 

— 6 

+ 20 
+ 33 

4 43- 
+ 33' 


Ly allpur ... 

3 

-8 "3 

4 . 8. 

•+• 14 

+ 25 

i 

Jbang 

+ 9 

■h 15 

+ 8. 

Nil 

•4- 14 


M' iilta.il 

^ 13 

. . . 

+ 7 

Nil 

4" 20 

' 

Mttzafiargarh 
Dera Ghazi 

+■ 18" 

■ 

+ 19 

—11 

+ 38 

f 

, Khan. 

•J- 23 


J- 19 


36 


L '1 
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The tables show that, except in the case of 
weavers, wages of every class of labourers in 
towns rose, in December 1917, less than the 43 
per cent, rise in the prices of food grains, and as 
regards rural wages, that the wages of carpenters 
rose more than 43 per cent, in one out of 28 
districts ; wages of masons, in two districts ; 
wages of unskilled labourers also in two districts, 
and wages of ploughmen in 5 districts. Eeal 
wages of agricultural and other labourers, there- 
fore, fell over a great part of the province. The 
average price of food grains in June 1919, it has 
been shown above, rose 154 per cent, as compared 
with that for December 1912. One does not 
know whether wages since December 1917 have 
risen or remained stationary, and in case they 
have risen, to what extent. But there is very 
little doubt that since December 1917 real wages 
have fallen, and fallen heavily. 

The real causes of unrest in the Punjab are 
to be found in the heavy fall in real wages of 
large masses of the people and the consequent 
lowering of their standard of living. Many people 
think that the rise in the prices of agricultural 
produce is beneficial to an agricultural country. 

It is sometimes held we read in the official 
^Report on the Eise of Prices that on the whole, 
the greater portion of the community is benefited 
by falling prices. This would, however, apply t6 
a country in the van of industrial progress and 

not to an agricultural country like India 

There can hardly be any doubt that in an agricul- 
tural country like India, rising prices would be 
beneficial to the country as a whole.’’ It must 


150 


UOTEST m THE PUNJAB 


1 , 



be admitted that rising prices enrich large culti- 
vators, but it is difficult to understand how rising 
prices enrich small cultivators who, in most cases, 
produce little more than what is necessary for 
their own consumption, or agricultural labourers 
whose wages, as a rule, do not rise as rapidly as 
the prices of food grains. It may be objected that 
in our villages wages are partly paid in grain, and 
for that reason the rise in the price of food grains 
does not much affect the agricultural labourer. 
With the rise in prices, however, the tendency to 
substitute cash for grain wages has increased in 
all parts of the province. The Wages Survey of 
December 1912 showed that purely grain wages 
were paid in only 2 per cent, of the reporting 
villages, in 1917 the percentage fell to one. The 
number of villages which reported purely cash 
wages in 1917 was 61 per cent, of the total 
number of reporting villages, . as against 58 per 
cent, at the preceding Survey ; the percentage of 
villages reporting cash wages with supplements; 
decreased from 40 to 38. 

We should also remember that along with 
the prices of food grains and other agricultural 
produce the prices of manufactered goods, whether 
imported or made in India, have risen. It w^aa 
with great difficulty that the labourer could make 
the two ends meet before the war. His position, 
now is one of great poverty, degradation and 
misery. It is no exaggeration to say that he 
practically starves. The daily wages of 83 per 
cent, of agricultural labourers, it has been shown, ^ 
do not exceed 8 annas. It is obvious that the. 


agricultural labourer has not shared in the pros- 
perity of the land-owing classes. 
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It may also be poirited out that while the 
most important cause of the rise in wages is the 
rise in the prices of the necessaries of life, it is 
not the only cause. Some district officers sent 
brief notes along with their wages returns in ; 
December 1917. According to these notes the 
increase in wages was the result of (1) high mor- 
tality due to plague and malaria, (2) the damage 
done to the houses by heavy rains in September 
and October 1917, (3) recruitment for the army 
and (4) the rise in prices. In some parts of the 
province causes other than the rise of prices un- j* i 
doubtedly operated to raise wages to some extent 
at least. It follows that in some districts the rise 
in wages, being due to a temporary increase in 
the demand for labour, cannot be permanent. If 
wages fall while prices continue to rise, the lot of 
the labourer, bad as it is, will become worse. 

As his income is small the labourer must 
spend a very large proportion of it on food. To 
save him from starvation Government should 
control the prices of food grains. The prosperity 
of a people cannot be said to increase when the 
consumption of the poorest classes in terms of the 
necessaries of life decreases. And there is bound 
to be unrest when poor people begin to starve. 



Paper Currency during the War.* 


The note circulation was steadily increasing 
from year to year beforethe war: the average circu- 
lation was Es. 54,35 lakhs in 1910-11 ; Es. 57,37 
lakhs in 1911-12 ; Es. 65,62 lakhs in 1912-13 and 
Es. 65,55 lakhs in 1913-14. In 1914-15 there 
was a contraction of the currency, and the average 
note circulation in that year was Es. li crores 
less than that of the previous year. In 1915-16 
the average note circulation was Es. 64,10 lakhs, 
or about the same as in 1914-15, but in 1916-17 
the average suddenly increased to Es. 76,14 lakhs 
and the total circulation on the last day of March 
1917 was actually Es. 86,37 lakhs, showing an 
increase of Es. 18,64 lakhs as compared with the 
circulation on 31st March, 1916. The increase 


* August 1918. 


paper curebncy during the war 




i 


in circulation since 31st March 1917 is shown 


The total 
October 1917 


circulation 
was about 


on the last 
double the 


day 
average 


circulation in 1911-12 
average for 1910-11. 


belovv^ : — 



Last day of 

Total circulation 
(in lakhs of rupees). 

I 

March 1917 

88,37 


April ,, 

82,72 


May „ 

88,30 

!'. 

June „ 

93,28 


July „ 

99,31 


August „ 

105,15 


September „ 

108,42 

i„ 

October ,, 

114,76 


November „ 

112,92 

1 i 

December ,, 

108,30 

r 

January 1918 ... 

104,81 

i' 

February ,, 

103,46 

1 

1;. 

March „ 

99,79 


April „ 

105,96 


May „ 

111,52 

Ill 


of 


and more than double the 


With the increase in the total circulation, the 
.nvested portion of the Paper Currency Reserve 
^has also increased. It amounted to Es. 14 crores 
on 31st March 1915, of which Es. 10 crores 


i 

Rli 
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were held in India and the remaining Es- 4 crores- 
in England. In accordance with the recommend- 
ations of the Chamberlain Commission . the 
invested portion of the Eeserve was increased 
to Es. 20 crores in 1916, of which about equal 
amounts were held in India and England on 
31st March, 1916- The Currency Commission, 
however, did not fix Es. 20 crores as the maximum 
of the fiduciary portion of the note issue- 
The ma'Himum limit was to be an elastic 
one; it was determined by the amount of notes held 
by Government in the Eeserve Treasuries plm 
one-third of the net circulation.^ This rule,, 
however, has not been , followed. Power was 
taken under section 3, Act XI of 1913, as amended 
by Ordinance No. 11 of 1917, to increase the in- 
vested portion of the Eeserve. On March 31st,.. 
1917, while the total circulation amounted to 
Es. 86,37 lakhs, the cash held against the notes 
in India and England amounted to Es. 37,88 
lakhs. If the rule laid down by the Chamberlain 
Commission had been followed, the cash portion 
of the Eeserve would have amounted to Es. 54,65* 
lakhs, and the fiduciary note issue, to Es. 31,72. 


* Net circulation is found by deducting from the gross circu- 
latlon notes hald ill the Government R<-S8rve Treasuries. 




PAPBE CUEEENCY BUEIHG THE WAE 


15& 


lakhs. .The increase in the fiduciary note issne> 
since 81st March, 1917, is shown below : — 


Last day of 

1 Securities held in 


India 

(Lakhs 

England, 
of rupees.) 

March 1917 

9,99 

38,49 

-April ,, 


40,78 

May 

J? 

47,67 

June ,, 

?? 

51,17 

July ,, 

?? 

51,47 

August ,, 

>7 

51,48 

September ,, 

?? 

51,48 

October 

77 

51,47 

November 

9J 

51,47 

December ,, 

77 

51,48 

January 1918 

77 

,51,47 

February ,, 

•7 

51,47 

March 

77 

51,47 

April ,, 

77 

59,48 

May ■ 

77 

64,15 


The following table shows the proportion of 
the average fiduciary note issue to the average* f 
circulation from 1910-11 to 1916-17, and the i. 
proportion of tbe fiduciary issue to the total f 
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■circulation on the last day of each month, begin- 
ning March 31st 1917 : — 


1910—11 

1911— 12 

1912— 13 

1913— 14 

1914— 15 

1915— 16 
1917—17 


March 

1917, ... 

56-0 

April 

... 

61-3 

May 

>5 ... 

65-3 

June 

jj ... 

65-5 

July 


61-8 

August 

) j ... 

58-4 

Sept. 


56.7 

October ,, 

53-5 

Nov. 

jj ... 

54*4 

Dec. 

JJ* .> . 

56-7 

Jan. 

1918, ... 

58-6 

Feb. 

99 ••• 

59-4 

March 

99 

61-5 

April 

99 • • • 

65-2 

May 

99 .... 

66-4 


A very considerable proportion of the invested 
portion of the Eeserve is now held in England. 
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Before the war the percentage of the Eeserve'^ 
held in the form of British securities was smalL- 
During the war this percentage has increased 
rapidly- The proportion of the invested portion 
of the Eeserve held in England to the total circu- 
lation is as follows : — 


Last day of March 

1914 


6-0 

99 

1915 


6*4 

99 

1916 


14-7 

99 

1917 


44-5 

99 

1918 


61-5 

April 

1918 


55*8 

May 

1918 


57-4 




That part of the Eeserve which is held in 
India in the form of securities has not increased.- 
The investment in Indian securities amounted to 
Es. 9,99,99,946, on 31st March, 1918, as on the 
same day five years ago. 

For the purposes of the convertibility of- 
notes, the gold held in England is as useless as the 
British securities, except in so far as it would 
facilitate the purchase of silver with a view to the 
coinage of rupees. It may be, therefore, interest- 
ing to. know the proportion of the Eeserve, secu- 
rities and gold, held in England to the total 
circulation on various dates, as also the propor- 
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tion of cash held in India against the notes to the 
total circulation : — 


Last day of 


\ jh ^ ^ p 
i ;3 cs o 

I e+-t O ^ 

' rf s3 O ^ fl 

.2 ® rrt ^ ‘43 

-g > S « 

ft CO 00 2 W) g 

p ffl _® ^ PI g 

pH '43 "3 W 'o 


rj r— I 

O .3 ce 

■40 

o 

rj ^ d 

O ® 0.0 

•rl jrt ■+=* -40 

"S ce 

' o ^ .5 3 

p4*^ 'rp p 

9 p a .p 

^ O M O 

Ph 


March 


April 

May 

June 

July 

August 

September 

October 

November 

December 

January ] 

February 

March 

April 

May 


The two chief causes of the depreciation of 
O-ovornment currency notes are : (1) The extraor- 
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dinary increasa in t he note circulation during the 
war and (2) the depletion of the Eeserve held in 
India for the 'encashment of the notes, as shown 
above. Convertible paper money, as a rule, 
cannot depreciate so long as it remains converti- 
ble in the full sense of the term. Convertibility 
means the conversion of paper money into legal 
tender metallic money on the demand of the 
holder. Paper which is not thus capable of con- 
version is inconvertible, whatever it may promise 
and however it may be guaranteed. It is clear 
that if legal tender metallic money, equal to the 
face value of the paper, can be obtained for the 
paper on the demand of the holder, the paper 
cannot depreciate. No one would accept less 
than five rupees for a note in the bazar when he can 
get five rupees for it by presenting it at the office 
of issue- But it is equally clear that if there is 
delay in, or lack of facilities for, the conversion 
of notes into legal tender cash, or there exist 
any restrictions on their conversion in 
practice, paper purportig to be convertible may 
depreciate. The Bank of England notes depre- 
ciated in the early part of the nineteenth 
century in spite of the fact that they were 
legal tender. The American Greenbacks 
were legal tender, and so also were the 
* famous French assignats, the paper money issued 
by the revolutionary government in France in 
the last decade of the 18th century. The assig-‘ 
nats were over-issued and depreciated rapidly, 
and it was found that in spite of the paper being 
legal tender, an assignat professing to be worth £4 
sterling was actually worth less than in 
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value. The Government by conferring the- 
quality of legal tender upon paper money make 
it lawful for debtors to discharge their debts in 
paper. But the Government cannot compel any 
one to give hundred rupees in specie for the 
same amount in notes. That explains why even 
legal tender paper may depreciate, when it is not- 
fully convertible. ^ 

Our paper money has been over-issued. An ; 
addition to the note circulation, of course, does : 
not mean an addition to the total volume of the ? 

currency, for notes merely take the place of the 

rupee circulation, unless the new issues are ^ 
simply added to the revenue. But every addition 
to the note circulation alters the proportion of i 
the notes to the rupees in the total circulation,, 
unless the rupee circulation is also proportionate- 
ly increased. For example, the rupee circulation 
in 1912 amounted to 163 crores of rupees and the 
note circulation to 69 ci’ores, the proportion of 
notes to rupees in the total circulation, consisting 
of rupees and notes, being 42'3 per cent. On ; 

Ma.rch 31st, 1918, the note circulation was about- 

106 crores. If the rupee circulation had not- 
increased at all, the proportion of notes to rupees 
in the total circulation would have been 65 per- 
cent. As a matter of fact the circulation of 
rupees during the war has increased and 65 per* 
cent, is an over-estimate. ' The proportion of 
rnetallic money to the circulation depends upon 
the habits of the people. For some purposes 
paper may be a more convenient form of currency 
than metallic money ; for other purposes the 
latter may be preferred. Convenienoe and custom 
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over long 


■establish a ratio between the use of notes and 
cash, which tends to remain constant over long 
periods of time. Now if paper money is forced 
into circulation so that the proportion of paper 
to metallic money in the circulation increases, the 
excess will remain in circulation, but the whole 
mass of notes must depreciate. Convertible 
notes cannot depreciate, provided the notes are 
convertible in practice as well as in theory, i- e., 
the excess issues will return from circulation so 
that the old proportion between notes and 
metallic money is restored. If, for any reason, 
the excess cannot return from circulation, even 
convertible notes must depreciate. The whole 
question whether notes are legal tender and 
those refusing to take them at their face value 
can be prosecuted by the Government, is beside 
.;the point. ] 

We are now in a position to understand why ! 

there is a discount on Government currency 
notes. During the war the note circulation has ' 

: been enlarged by about 46 crores ; the proportion j 

of notes to rupees in the circulation is much | 

higher than it was before the war. The rise in 
the price of silver has Converted the profit on the 
coinage of rupees into a loss, and the Government 
seem to be trying to popularise notes by forcino- 
them into circulation. Now the habits of the ! 

people as regards the relative proportions in i 

which different forms of currency are used change i 

very slowly, and in three or four years thev do I 

not change at all. In India, the great mai'ority i 

of the people being uneducated _ and ignorant a I 

^decrease in the proportion of paper money* to i 
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metallic money in circulation would have been 
more popular than an increase, particularly 
in a time of war like this. The probable 
increase in this proportion is the root cause of 
the trouble. But our notes, it will be said, are 
convertible. The excess, therefore, cannot 
remain in circulation. Well, it could not remain 
in circulation for a day or even an hour,^ if the 
notes were convertible into cash, as of right, at 
fifty different centres in India. The notes then 
could not depreciate. But the facilities for tne 
conversion of notes, are very limited. The Go- 
vernment of India promise to pay the bearer 
on demand at any office of issue the sum of 

” But there are only seven offices of 

issue in India- For the whole of the Punjab 
there is only the Lahore office from which cash 
can be demanded, as of right, for notes, and the 
amount of notes which the Lahore office can 
convert in a day is limited.^^ The discount on 
notes in these circumstances is likely to vary 
directly as the distance from the centre of issue, 
making allowance for the varying rupee demand 
of the place. 

; The currency situation is undoubtedly seri- 
ous and steps should be immediately taken to 
remedy the evil. The Government should do all- 
in their power to restore the confidence of the 
people in the paper currency, which has been a 
little shaken b^^- their policy of forcing notes into 
circulation. The consequences of depreciation 

* District treasuries encash notes as a matter of convenience. 
The free encashment of notes at district treasuries was withdrawn 
in 1918— ‘.9. 




PAPER CUEEENCT DUBING THE WAR 163 

would be serious. According to a well known 
economic law, the rupee would begin to disappear 
from circulation, and if money in the form of 
notes is available in sufficient quantities to do the 
community’s work, the rupee would disappear 
from circulation altogether. In the second place, 
all paper prices would rise, while prices as mea- 
sured in silver rupees, apart from the action of 
other causes tending to raise prices, would remain 
the same. The depreciation of notes would add 
a new and powerful cause to those which are 
already tending to raise our price level, and the 
extent of the rise of prices due to this cause 
would be limited only by the amount of the 
depreciation of the notes. Heaven help the poor 
then ! 
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Prices during the War. 

The extent of the rise of prices In India 
during the war is shown by the table F. Glasses 
I and II represent country produce consumed and 
exported, while class III deals with imported 
commodities. The basic period is the first decade 
of this century, viz-, 1900 to 1909. It will he 
seen that the rise of prices was greatest in the 

case of imported articles. As compared with the 

pre-war year 1913, general prices about doubled 
in 1919. 

The growth in the active circulation of rupees 
and notes is shown by the following table : 

In crores of mpees 


Year ending 
March 31st. 

Active 

rupee 

circulation. 

Active note 
circulation. 

Total. 

1914 

187 

50 

237 

1915 

204 

44 

248 

1916 

217 

53 

265 

1917 

227 

67 

294 

1918 

219 

84 

303 

1919 

. 228 

134 

362 







During, the six years from 1914 to 1919 the 
circulation increased by Es. 1,250,000,000; during 
the preceding period of six years, from 1909 to 
1914, the increase amounted to Es. 390,000,000 
only. The expansion of our note circulation 
during the war has been described in Chapter 
IX. Very large purchases were made in India 
? by the Indian Government on behalf of the 

British Government, W’hich were paid for by 
the issue of notes against British Treasury 
Bills. Investments were also made in 1918-19 
and 1919-20 in Indian Treasury Bills. When the 
Government issue notes against their owm 
Treasury Bills, the transaction amounts to a 
forced loan from the people. The gross circula- 
tion of notes, in this way, gradually increased to 
Es. 153 crores on 31st March 1919 as compared 
with Es. 61' crores in 1914. Sir James (now 
Lord) Meston in introducing the Indian Budget 
for 1919-20 said 

“ Although practically every belligerent coun- 
try has had to finance itself by an abnormal 
recourse to the printing press, warnings are now 
heard on all sides about its serious consequences. 
^ Here in India, if our responsibilities for meeting 
war expenditure forced us to err in this direction, 
we certainly have sinned against the light to a 
•very much smaller extent than other countries ’h 

The increase in the circulation of paper 
money in India during the war as compared with 
that in other countries was insignificant. The 
chief cause of the rise of prices in Eussia, Germany 
and European countries has been the over issue 
' of paper money and its consequent depreciation 
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as corapared with gold. Our paper money is 
eonvertible into silver and our prices are also 
silver prices. There was a discount on notes in 
India during the war, but in most parts of the 
country it was not more than 5 to 10 per cent. 

Another cause of inflation was Grovernment 
borrowing. Money was advanced to Government 
both by banks and private individuals. The 
investments of Indian banks increased during 
the war, as the following extract trom a Govern- 
ment Report^ would show : — 

A remarkable increase in the investments 
of the Presidency and Exchange Banks took place 
in 1917, as compared with the pre-war year. The 
investments of the Presidency Banks increased by 
almost Es. 9| crores or 142 per cent, while those 
of the Exchange Banks which do a considerable 
portion of their business in India more than 
doubled. The Indian Joint-Stock Banks show an 
increase of over Es. 170 lakhs or 53 per cent. 

“ It may be safely concluded that the increase 
in investments is due in no small measure to the 
large subscriptions to Government issues of all 
kinds sinc^^tfte out-break of war 

The Banks made advances not only to Gov* 
ernment hut^.to private individuals who wished 
to subscribaSo Governmeht loans but had no 
funds immMiately available. All this increased 
the supply of money and helped to inflate prices. 


♦Statistical Tables relating to Banks in India, 4tli Issue. 
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Growtb op cukrbnct as compared with the 

GROWTH OP BUSINESS. 

Mr. Findlay Shirr as, then Director of Statis- 
tics, and the author of Indian Finance and 
Banking ”, has constructed index numbers showing 
the growth of business in India during the war. 
He compares the index numbers of business with 
those of currency, and arrives at the conclusion 
that up to 1916 the active rupee and note 
circulation taken together moved in harmony with 
the growth of business since that date, however, 
the active rupee and note circulation has out- 
stripped the growth of business The index 
numbers show that while the currency increased 
50 per cent, in 1918-19, business increased only 
30 per cent. 

It seems to me that even this 30 per cent, 
is an over-estimate. Mr. Findly Shirras’ method 
of constructing the general index number of 
the growth of business is open to serious 
objections. Like Mr. Datta of the Prices Enquiry 
Committee he takes increase in value as an index 
of growth where be should have considered 
quantities only. Again, passengers carried by 
railways, gross earnings of railways (swelled by 
the increase in rates), value of money orders paid 
in each year, paid-up capital of joint-stock 
♦ companies and receipts and disbursements of the 
‘Government of India, can be regarded, at best, as 
indirect indicies of trade. It is well-known 
that our export and import trade suffered 
much during the war, but if any one merely 
looked at the value of goods imported and ex- 
fjorted he would not think that the decline in 

Indian Finance and Banking p- 233. 
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our foreign trade, particularly during the^ last 
year of the war, was very serious. But if the 
quantities of imports and exports are considered, 
it is found that in 1918-19, as compared with 
1913-14, India’s foreign trade fell off about 40 
per cent. The increase in value, which was 
wholly due to the rise of prices, conceals thS' 
shortage in the quantities imported and exported. 
As regards the “ receipts and disbursments of 
Government of India in India and in England 
(excluding remittances)” the index number of w-hich 
rises from 121 in 1913-14 to 392 in 1918-19, jt 
cannot be denied that the rise of prices was in 
part responsible for the growth of Government 
receipts and disbursments. 

My index number of the growdh of business 
during the war is an average of the index num- 
bers of foreign trade (value of 77‘5 per cent, of 
foreign trade calculated at the prices of 1913-14) ; 
tonnage of vessels entered and cleared with cargo; 
inland trade, imports and exports (quantities) 
freight carried by railways ; production of raw 
jute, raw cotton, Indian cotton yarn and woven 
goods, rice, wheat, tea, oil seeds, coal, iron ore,, 
and petroldum. The index numbers of the growth 
of business are compared with those of the growth 


FEICES DURING THE WAR 


of rupee and note circulation in the table given- 
below 


Year. 

Index number 

Index number 

Commencing 
April 1. 

of the growth 
of business. 

of the growth 
of circulation.- 

1913 

100 

100 

1914 

99 

105 

1915 

103 

112 

1916 

109 

124 

1917 

108 

128 

1918 

97 

153 


It would appear that the growth of circu- 
lation was much more rapid than that of business 
during the Y\^hole period. During the last two 
years particularly, w’hile trade was actually 
contracting, the growth of circulation became 
more marked. It may, therefore, be concluded 
that in addition to particular causes that were 
tending to raise the prices of particular commodi- 
ties, causes of a naore general nature affecting 
all commodities were also in operation at the ,5 

* same time. 

EifiLATION OF PRODUCTION TO CONSUMPTION. jj 

For the purposes of our inquiry it would be 
convenient to deal separately with the XDrobable 
causes of the rise in the prices of imported articles 
on the one hand, and raw produce and food 
I stuffs on the other. As we shall see presen tly^ 
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the rise in the prices of manufactured goods in 
India, which are mostly imported, is due to the 
action of a group of causes which are not res- 
ponsible for the rise in the prices of food and 
some raw materials. 

Table A shows the imports of certain articles 
into India from foreign countries. As compared 
with the pre-war year 1913-14 the shortage of 
imports in 1918-19 was as follows : — 


Sugar 

Silk piece goods 

Woollen piece goods 

Gralvanized sheets and plates 

Kerosine oil 

Printing paper 

Salt 


41 per cent. 


37 

79 

99T 

81 

52 

31 


?» 

99 

99 

99 

99 

99 


By far tbe most important of our imports is 
that of cotton goods. The net yardage of cotton 
goods imported into India is shown below : — 

l7v crores of yards 


Years. 

Grey. 

Bleached. 

tx5 

O 

ft 

xn 

a 

o 

1913-14 

152-96 

78-46 

78-31 

3-78 

1914-15 

131-75 

59-74 

46-85 

2-64 

1915-16 

114-39 

60-22 

33-08 

2-97 

1916-17 

81-90 

57-02 

40-54 

4-17 

1917-18 

59-17 

48-91 

35-77 

3-21 

1918-19 

54-20 

26-15 

17-96 

2-46 


; 

-I 
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The annual average imports from 1914-15 
to 1918-19 and the percentage decrease in imports 
as compared with the pre-war year are shown 
below ; — 



Average imports, 
1914-15 to 
1918-19, in 
crores of yards. 

I 

I 

Percentage ; 

decrease. | 

ji 

Grey 

88-28 

—42-3 1 

Bleached 

50-41 

—35-8 1 

Dyed 

34-48 

—55-6 f 

Pents 

3-09 

—18-3 !; 


While the imports of piece goods fell off 
< 3 onsiderably, there was an appreciable increase 
in the home production of grey and dyed goods, 
^s is shown by the following table : — 


Net ^production in crores of yards 


Years, 

Grey. 

Dyed. 

■ 

1913-14 

82-87 

24-68 

1914-15 

85-75 

22-12 

1915-16 

104-08 

28-76 

. 1916-17 

97-90 

33-72 

1917-18 

106-55 

36'25 

1918-19 

102-02 

27-84 

Annual average 1914-15 

99-26 

29-74 

to 1918-19. 



Percentage increase 

19-8 

20-5 


20-5 



Indian piece goods. In annas per yard, 


Years. 

Grey. 

Dyed. 

1913-U 

... 2-44 

3-04 

1914-15 

... ■ 2-33 

3-02 

1915-16 

2-16 

3-29 

1916-17 

2-92 

4-87 

1917-18 

, ..; 4-48 

6-00 

1918-19 

... 5-95 

7-10 


The rise in the prices of cotton piece goods is 
shown by the following figures 

Impo7^ted piece goods. Price per yard 
tn annas. 
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It is obvious that the rise in the prices of 
imported cotton goods was due to shortage in the 
supply. And yet, considering the extent of tb§ 
rise, one cannot help thinking that there were 
probably other causes also at work. For ex- 
ample, if the quantities imported and prices of 
cotton goods in 1915-16 are compared with those 
in 1913-14, it is found that in spite of the serious 
shrinkage of imports prices did not rise much, 
while in one case there was actually a fall. If 
the quantities imported and . prices in 1918-19 are 
compared with those in 1915-16, the rise in prices 
seems to be out of all proportion to the decrease 
in imports : — 


Perce7itage decrease in imports of cottoii piece 
goods and the rise or fall in prices m 
1915-16, as compared loith 1913-14. 



Shortage. 

Prices. 

Grey ... 

25*3% 

No change 

Bleached 

23-3% 

5-6% Fall 

Dyed 

57-7% 

( 4-7% Else 

Bents ... 

21-8% 

1 7'17o Else 

! 


174 


PRICES DURING THE WAR 



Percentage decrease in imports of cotton piece 
goods and the rise of prices in 1918-19 
as compared with 1916-17. 



Shortage. 

Prices. 

Grey 

52-6 

162-7% Else 

Bleached 

66-5 

169-9% „ 

Dyed 

45-7 

136-3% „ 

Fents 

17-2 

133-3% „ 


In view of the fact that the growth of our 
currency was much more rapid between 1915-16 
and 1918-19 than between 1913-14 and 1916-16^ 
it does not seem to be unlikely that the prices of 
imported goods were influenced, to some extent 
at least, by the general depreciation of the rupee 
in terms of commodities during the later years of 
the war. It is remarkable that a decrease of 
56*5 per cent, caused the prices of bleached goods 
to rise about 170 percent, in 1918-19, while in 
spite of a shortage of 23 per cent, prices actually 
fell about 6 per cent, in 1915-16. The very great 
rise of prices in 1918-19 is understandable only 
on the assumption that the prices of imported 
cotton goods, as of other goods, rose in India 
between 1915-16 and 1918-19 partly on account 
of the general fall in the purchasing power of 
the rupee. 

Food. 

Except in 1918-19, a year of scarcity, there 
was never at any time during the war any short. 
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age in the supply of food. Table E. shows that 
the' production of the principal food grains, ex- 
cepting barley, decreased in 1918-19 as compared 
with the pre-war year. In each of the other 
years the production of wheat, jwar, bajra, gram 
and barley, exceeded that in 1913-14, In 1914-15 
also the yield of rice and maize was less than in 
the pre-war year, 15*5 per cent, and *1 per cent,, 
respectively. Considerable quantities of wheat,, 
gram and barley were exported in 1917-18, but 
great quantities had also been produced in the- 
country. The quantity of gram produced in 
1917-18 was 128 per cent, greater than in 
1913-14 5 in view of this fact the quantity export- 
ed, about 17 per cent, of the total production,, 
could not have caused any very great scarcity of 
gram in the country. As regards jwar, bajara 
and maize, the European demand for them is* 
small, as is shown by the very small percentage 
of exports to total production. On the whole it- 
cannot be said that the rise in the price of food 
during the war, except in 1918-19, was to any 
extent due to scarcity conditions. 

BAW matebials. 

The position regarding raw materials is sum- 
marised below : — 

Gur^ (Unrefined sugar or jaggery) — -No 
shortage. Price nevertheless rose. 



176 PRICES DURING THE WAR 

Tea. The quantity available in India is thus 
.-.estimated : — 


l7i thoum7id$ of lbs. 


Year. 

Prodnctloii. 

Deduct net exforts 
to fcxeigJi coil 11 - 
tries. 

Add stocks frcm 

I rev ions years. 

Deduct s'ocks h ft 
at end of year. 

1 

Balance available j 
for coiisumption. | 

1913-14 ... 

307,249 

284,452 

1,884 

2,418 

22,263 

1914-15 

312.976 

293,685 

2,418 

2,423 

19,285 

1915-16 ... 

371.836 

330,524 

2,423 

13,000 

30 734 

19:6-17 ... 

368,428 

283,325 

13.000 

61,000 

3,7,102 

1917-18 ... 

371,296 

346.588 

61.000 

43,500 

42,208 

1918-19 ... 

380,458 

312,004 

43,500 

59,532 

52,421 


It will appear that though there was some 
shortage in 1914-15, the quantity available for 
consumption increased rapidly till the amount in 
1918-19, as compared with that in 1913-14 had more 
than doubled. The price of tea in 1919 fell one 
pice as compared with the year 1913, but in other 
years it was much higher in spite of the larger 
amount available for consumption. 

Cotton and Jute . — ^Except in 1914-15, the 
total yield of these crops was less in every year 
than in the pre-war year. The rise in their prices 
seems to be chiefly due to the shortage in supply. 

Linseed ,— shortage except in 1918-19- 
Xinseed, however, is grown in India solely to 
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meet a foreign demand. Its price thus entirely 
depends upon fluctuations in foreign demand* 
Bape and mustard seed. — No shortage except 
in 1918-19. The export of seeds and rape and 
mustard oil were not very large as is shown by 
the following table : — 


Quantities of rape seed and mustard seed and 
rape and mustard oil exported from 
India from 1913-14 to 1918-19. 


Year. 

Rape seed. 

Tons. 

Mustard 

seed- 

Tons. 

Rape and 
mustard 
oil. 

Gallons. 

1913-14 

249,005 

5,104 

4u7,178 

1914-15 

96,912 

2,553 

413,189 

1915-16 

95,214 

3,178 

465,735 

3916-17 

122,272 

6,192 

574,696 

1917-18 

59,309 

1,894 

488,527 

1918-19 

79,662 

1,888 

265,672 


Sesame. — No shortage except in 1917-18 
(5 per cent.) and 1918-19 (36 per cent). The 
exports of sesame and sesame oil are shown 
below : — 


Exports of Sesame and Sesame Oil 



1913-14. 

1914-15. 

1915-16. 

Sesame (tons) ... 

,, Oil (scallons) 

112,200 

208.053 

46,700 

118,583 

13,800 

1 841,301 


1916-17. 

1917-18. 

1918-19.“' 

Sesame (tons) ... 

83,600 

16,193 

2,384' 

,, Oil (gallons) 

219.834 

240,199 I 

1 119,500 
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Groundnuts . — There was no shortage except 
in 1918-19. As is shown by the table given 
below, the exports of groundnut oil increased 
considerably during the war. But if the gallonage 
is converted into the weight of seeds assumed 
necessary to produce it, the oil exported is found 
to represent an almost negligible percentage of 
the total tonnage. The bulk of the oil crushed 
is consumed in India. 

Exports of groundnuts, oil and take from 
British India from 1913-^14 07iwards. 


(000 omitted). 


Year. 

Ground- 

nut. 

Ground - 
nut-cake. 

G^iind- 

nut-oil. 


Tons. 

Toes 

Gallons. 

1913-14 

278 

1 

62 

288 

1914-15 

138 

64 

223 

1915-16 

175 

82 

373 

1916-17 ... 

147 

54 

982 

1917-18 

115 

50 

1,057 

1918-19 

17 

56 

590 


Indigo , — ^There was a very considerable in- 
crease in the yield of indigo. Exports also 
increased ; in 1918-19 the quantity exported was 
three times that exported in 1913-14. The great 
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rise of prices was due to the shortage of dye- 
stuffs owing to the war. 

As regards raw materials we may conclude 
that shortage in production does not explain the 
rise in prices. Except in the year 1918-19, there 
was in India no serious shortage in the supply of 
various seeds, while increased quantities of tea 
and gur were available for consumption through- 
out the period. Statistics of the production of 
raw hides and skins, tanned skins, wool, copra, 
cocoanut oil and other raw materials are not 
available, and it is difficult to say whether the 
rise in their prices was chiefly due to scarcity 
conditions or other causes. 

Our discussion of the rise of prices in India 
during the war suggests certain reflections on the 
quantity theory of money. Is there an element 
of truth in the quantity theory? Professor Fisher 
maintains ‘‘ that one of the normal effects of an 
increase in the quantity of money is an exactly 
proportional increase in the general lev^ of 
prices ”, and he believes that in the past, the 
chief disturber of peace, so far as the purchasing 
power of money is concerned, has invariably, or 
at any rate almost invariably, been money itself, 
not the goods which money purchases,” There 
* .'are on the other hand some writers who regard 
the quantity theory of money as of no particular 
value as ah explanation of the causes of the rise 
.or fall of prices. The price of a pair of shoes, ^ 
says Laughlin, is the quantity of gold for which 
it will exchange. If the expenses of making 
"Shoes increase the quantity of gold required to 
buy the shoes increases. The cause of 
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this rise lies in the conditions affecting the shoes? 
not in those affecting gold. The insufficiency 
of the quantity theory of money lies in its 
inability to account for important forces working 
on the prices of commodities through the commo- 
dities themselves. If this method of reasoning 
is faulty, it is improper to claim that our higher 
level of prices is due to inflation.^'t 

Mow it would be foolish for any one to say 
that prices do not rise or fall on account of 
changes in the conditions affecting the goods, 
but price movements may originate in causes 
which have nothing to do with the volume of 
goods, though changes in the quantity of circulat- 
ion can affect prices only through the channels 
of supply or demand. At the same time wo 
should remember that -while a considerable in- 
crease in the money supply of a country may be 
expected to raise prices, it would not be true to 
say that prices would rise in the same proportion 
in which the quantity of money had increased. 

We have seen that except in 1918- i9 there 
was practically no shortage in the supply of food 
in India in any year during the war period, and 
that in the case of several crops, the yield 
increased. The same is also true of raw materials 
generally, with the exception of jute and cotton. 
The chief cause of the rise in the prices of 
manufactured goods was shortage of imports. 
But it has been shown that in the later years of 
the war, though the shrinkage was serious, 
prices rose to a far greater extent than the 
shortage of supply would justify ; that in the early 

t Money and Fricts p. . 43. 
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years of the war, though the import of cotton 
piece goods had fallen off, prices rose very little 
or did not rise at all. There is very little doubt 
that except in 1918-19 the rise in the prices of 
food grains and some raw materials was not due 
to scarcity conditions, and that causes other than 
decreased supply also operated to raise the prices 
of manufactured good. And if a general view of 
the question is taken and the rise of prices 
throughout the world is considered, one begins 
to doubt whether the rise in all prices in all 
countries of the world was due to such causes as 
decreased production of every thing, or increased 
demand, or scarcity of shipping, or rise in wages. 
The view that the general rise of prices was due 
to some causes of a general nature such as 
inflation seems more reasonable. The quantity 
theory of money does explain something. If 
all prices in all parts of the world double or more 
than double, it is certainly worth while to inquire 
whether the rise may not have originated in 
^changes on the money side of the equation of 
exchtoge Supposing the quantity of wheat 
which exchanges for a given quantity of rice 
remains the same, while the prices of both the 
^articles, that is, their value in money, doubled, 
then unless the relation of supply and demand in 
both cases had altered in the same way, there 
would be a very strong presumption, that the 
cause of the rise of prices was the depreciation of 
money. To refuse to consider such a possibility 
is obviously to oppose well established methods 
of scientific inference. 

But we must not suppose that there is any 
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fixed relation between changes in the supply of 
money and changes in prices. Professor Pisher 
admits that no such relation exists between 
money and prices in transition periods. But his 
distinction between transition periods and normal 
periods is artificial. The factors of the equation 
of exchange are always in a state of transition ; 
they are never at rest. Change is the rule, a 
state of equilibrium an exception. It would be 
impossible to point to any period of time and say 
This is a normal period. Aten per cent, increase 
in the quantity of money at this time would cause 
an exactly ten per cent, rise of prices.” Was the 
decade which preceded the outbreak of the world 
war a normal period ? The great rise in our 
prices took place in that period. The answer is 
again in the negative. Changes in the quantity 
of money in circulation are accompanied by 
changes in every other factor of the equation of 
exchange. As a matter of fact it is difficult to 
conceive of any period of time in which a doubl- 
ing of money would precisely double prices and 
make no difference to anything else. It would 
have that effect if ‘‘ other things were equal.” 
But in actual life other things are never equal* 
Abstract reasoning, which takes no account of 
the tacts of actual life, is not only of little value,, 
butis apt to he misleading. 

What were the facts regarding the relation 
of money and goods in India during the war ? 
The silver currency increased and also the paper 
currency. The proportion of paper money to 
the total Girculation increased from 21*1% in 
1913-14 to 22-4% in 1916-17, 27^7% in 1917-18 
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and 37% in 1918-19. Imports decreased and there 
was a shortage of all kinds of ma^nufac ure 
goods. At the same time the production of 
Indian mills and factories increased. i-he 
scarcity of shipping and the great rise in the co 
of transportation, together with the dwersion 
capital and labour in foreign countries fr 
productive to unproductive war employments 
protected Indian industries from foreign com- 
petition. The war stimulated Indian manufac- 
turing enterprise; old businesses were streng- 
thened and enlarged, new businesses were es- 
tablished. There was thus a great developmen 
of industrial activity in India during the war. 
The yield of the principal crops, with one or two 
exceptions, on the whole increased. In short 
everything changed during the war ; not mg 
remained constant or fixed. It would be im- 
possible to expect that under such conditions a 
given change in the quantity of metallic money 
should cause a proportionate change in prices. 
If you say that the war period was not a normal 
period, then I would ask you to give me a 
practical definition of a normal period, a defini- 
tion having some relation to the concrete fac s o 
life, not a purely theoretical conception. And 
if your normal period is a real period and not 
an imaginary one, you will find that changes in 
the quantity of circulation will necessarily be 
accompanied by changes in other facers of the 
equation of exchange, with the result that the 
doubling of the quantity of gold or silver 
will not “ necessarily and mathematically double 
prices.” 



PBIGES DUEITO THE WAE 


Table A. — Imparts 


cwts, 


Woollen 


Galvanized sheets and plates 

tons. 

Kerosine oil gals. 

Printing paper ... cwls. 


tons 


Betel nuts 






Table Exports 


Rice not in the husk 
Wheat 
Wheat flour 
Gram 

Jwar and Bajra 

Barley 

Maize 

Cotton 

Jute 

Linseed 

Groundnuts 

Groundnut cake 

Groundnut oil 

Rape seed 

Mustard seed ' 

Rape and Mustard oil 

Sesame 

Sesame oil 

Indigo 

Tea 
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19I3-H. 

1915-16. 

2,419 

1,538 

1,202 

706 

79 

53 

69 

23 

1,685 

2,104 

3,808 

586 

57 

28 

10,626 

10,349 

4,303 

2,828 

413 

321 

278 

138 

62 

64 

288 

1 223 

249 

96 

5 

2 

407 

413 

112 

46 

208 

188 

10 

17 

289,473 

300,733 


tons. 

• > 

>> 

> » 

cwts. 

J > 

> > 

bales. 

tons. 

>? 

• > 

gals. 

tons. 

gals. 

tODS. 

gals. 

cwts. 

lbs. 
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from India 


(000 omitted). 


1915-16, 1916-17. 


1917-18. 


1918-19. 


1,339 

625 

58 

32 

836 

3,315 

81 

8,853 

3,360 

192 

175 

82 

373 

95 

3 

465 

13 

141 

41 

338,470 


1,584 
748 
70 
38 
726 
4,190 
497 
8,505 
3,022 
399 
147 
54 ' 
982 
122 
6 

574 

83 

219 

34 

291,402 


1,910 
1,454 
71 
327 
306 
7,174 
1,820 
7,308 
1,557 
146 
115 I 
50 
1,057 
59 
1 

488 

16 

240 

31 

359,174 


292 

17 

55 

590 

79 

1 

265 

2 

112 

32 

323,659 



miais i>mma thjs war 


Rfce ■ 

Wheat 

Jwar 

Bajra 

Msize 

Barley 

Gram 

Sugarcane 

Tea 

Cotton 

Jute 

hinseed 

Rape and mustfird 
seed 
Sesame 
Groundnut 
Indigo 


(million lbs) 
(bales, lacs) 

(1000 'tons) 



1917-18. 


1916-17. 
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cipal Crops in India. 


1915-16. 


32,831 

8,652 

6,040 

2,379 

2,502 

3,164 

3,428 

2,634 

372 

37 

73 

476 

1,102 

482 

1,058 

65 
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Table Percentage of increase {4r) 


Wheat 

Rice 

Barley 

Jwar 

Bajra 

Gram 

Maize 

Gur 

Tea 

Cotton 

Jute 

Linseed 

Rape and Mustard seed 

Sesamum 

Groundnut 

Indigo 


1913-14. 


100 

4-21 

100 


lOO 

4-14 

100 

4-28. 

3 00 

4-32 

100 

+ 98- 

100 

-T 

100 

4-7 

100 

4-2' 

100 

4“ 2 

100 

4-17 

100 

-h3 

100 

4-12 

100 

4-37 

100 

4-27 

100 

-6- 
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or decrease {—') in prodmtion. 


1915-16. 


!94 
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Table F. — Index Numbers 
Average of 1900-1009 


Articles. 

1913 

1914 

Wheat 


lu7 

118 

Barley 


115 

134 

Rangoon Rice 


124 

113 

Linseed 


1C6 

113 

Til 


142 

i34 

Mustard and rape seed 


126 

128 

Groundnuts 


129 

135 

Cotton seed 


124 

117 

Copra 


148 

148 

Cocoanut oil 


152 

144 

Raw cotton (Broach) 


134 

326 

Indigo 


85 

100 

Tanned hides, (cow)... 


138 

161 

Wool 


114 

116 

Coffee 

.*• 

127 

114 

Manganese ore 

... 

126 

128 

Cotton yarn (Indian made only) 

130 

120 

Cotton piece goods (Indian made 



only) : — 




Grey 


124 

124 

White 


103 

94 

Coloured, printed or dyed 


117 

108 

Average— ‘CoXXou piece-goods 


115 

'C9 

Rubber, raw 


209 

159 

Castor seed 


117 

111 

Average 

... 

127 

125 


I 
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M Wholesale Prices in India 
=^100. Class 1 {a). 
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Clam 


Articles. 

1913 

1914 

Raw jute ... 

174. 

179 

Manufactured jute- gunny bags 

148 

161 

Hessian cloth 

156 

13S' 

Average 

Rawhides: — 

152 

149 

Buffalo ... 

171 

171 

Cow 

11 2 

ua 

Average ••• ••• 

Tanned skins: — 

141 

US' 

Goat 

137 

126 

Sheep ... 

148 

143' 

Average ... 

142 

134 

Tea 

128 

138 

Mica 

121 

134 

Shellac^ ... 

Raw skins: — 

56 

‘ 38' 

Goat 

101 

99 

Average.. 

1?2 

135- 

"'i 
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Class II. 

1913. 

1914. 

Country rice 


• » * 

117 

126> 

Jwar 

• •• 

... 

118 

123 

Bajra 

• •• 


123 

130 

Maize 

• •• 


104 

138 

Ragi 

• •• 


136 

136 

Gram 



99 

134 

Dal, arhar 

••• 


91 

125* 

Ghl 


• • • 

142 

132 

Raw sugar, gut 


• * ■ 

99 

101 

Coal 


• •• 

145 

147 

Country tobacco 



142 

144 

Country salt 


• • ft ' 

108 

Hi 

Turmeric 

... 

ft ftft 

113' 

86 

Average 

... 

... 

118 

126 
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Class III. 

• 1913. 

1914. 

Imported cotton goods : — 




Grey shirtings 


123 

121 

mulls (dhooties) 


128 

117 

Bleached shirtings ... 


106 

98 

Average 

... 

119 

112 

British cotton yarn ... 

... 

119 

122 

Java sugar 

... 

101 

87 

Woollen piece goods ... 


104 

111 

Silk 


98 

101 

Galvanised corrugated sheets 


102 

95 

Kerosine oil : — 




American (Chester) 

... 

114 

118 

Burma (Victoria) ... 


112 

112 

Average 


113 

115 

Printing paper 

• •• 

94 

89 

Betel nuts 

... 

95 

118 

Ijiverpool salt, ex- duty 

. ». 

101 

96 

Average 

... 

107 

107 
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Indian Guprancy before the War. 

Indian cuekency before 1893 . 

'The rnpee was established,, as a standard 
fcoin throughout the territories belonging to the 
JEast India Company in 183o* Before that date 
-a great variety of gold and silver coins circulated 
indifferent parts of the country, silver rujiees 
being used nhiefly as staodard money, while the 
walue ^of .gold coins depended upon the market 
price oS gOld. The circulation of several denomi- 
nations of coins in the country caused great 
inconvenience to the trading community and to 
the Government, and we find the Court of 
Directors, in their Despatch dated 25th April 
1806, approving the recommendations of their 
officers in India ^Vforthe adoption of one general 
system for the . formation of the coins for the 
currency of the whole of our possessions on the 
.continent of Asia,” for they were ‘‘ fully satisfied 
the evils complained of can only be removed by 
the introduction of a gold and silver coinage of 
*one weight and fineness, such coin to become the 
universal measure of value for British India.” 
No less than 27 varieties of rupees were current 
in Bengal in about 1.793 ; and some idea of the 
currency of the Punjab at the time of the in- 
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troduction of the Company’s rupees into the^ 
Province can be gained from the following, 
extract from a Financial Letter from the Govern- 
ment of India to the Court of Directors, datei 
7th July 1849 

‘‘Lieutenant Colonel, now Sir Henry 
Laurence, reports that before the time of Eunjeet 
Singh the currency of the Punjaiub was in a very 
confused state, Eunjeet Singh closed all the 
mints, except those at Lahore and Amritsar,, 
where was first coined the manakskahee rupee,- 
He did not, however, proscribe the circulation of 
tne pre-existing coins, and it was only in 1847 
that bp Colonel Laurence’s recommendation a 
new mint was opened at Eawalpindi for the 
express purpose of coining the old rupees, of 
various denominations, into nanakshahees. When 
the Company's rupee was first introduced in any 
numbers into Lahore at the time of Mr. Mac- 
naghten’s visit, there: was no fixed value for 
it, and the Sepoys were glad to get 15 or 154 
annas for their rupee but when the British 
troops occupied the citydn 1846 the shroffs could 
only make a profit of two annas per cent, by 
changing Company’s rupees, and now the lowest ■ 
premium which the Company’s rupee bears with 
the t^aaakshahee is Es. 1-8 per cent. Colonel 
Laurence speaks of the vanokshahee as the 
national currency of the Punjaub ; it is divided 
into three series, called the poraj^eh, coined from 
1841 to 1869 a796 to 1814 A. D.), the chulrne 
coined from 1869 to 1879 (1814 to 1824 A. D.j, 
the chiltaf Goinedi since 1879 (1824 A. D.); the 
poraneh is at a discount with the ehulme of' 
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Bs. 1-8 per centi. wifch the /iAiZra, of two rupees, with 
the Company’s rupee of Bs. 3i 8 . ; the chulme is at 
a discount with the ehilta of 8 annas per cent., 
-with the Company’s rupee of two rupees per cent., 
the ehilta is at a discount with the Company’s. rupee 
of Bs. 1. 8. per cent. But all these coins are 
really of greater intrinsic value than the Com- 
pany’s rupee, and Colonel Laurence traces the 
cause of the artificial value given to the Com- 
pany’s rupee over the voraneh and the chulme 
to the fact that neither of those coins are received 
at the British treasuries, and that, therefore, 
native merchants wanting bills on the provinces 
are obliged to take either ehilta, nafakshahees, 
or Company’s rupees to the Treasury.” 

In their Despatch of 1806 the Court of Direc- 
tors clearly endorsed the principle that “ the 
money or coin which is to be the principal 
measure of property ought to be of one metal 
only,” and decided that for India such coin must 
be of silver. The standard weight of silver 
coins issued from the mints of the three Presi- 
dencies was as follows : — 

Calcutta Sicca rupee ... 179i grains 
Madrass Arcot rupee ... 176^ „ 

Bombay rupee ... 179 ,, 

The' weight of the silver coin originally issued 
from the Moghul mints was one sicca, or 10 
= 179f troy grains. “ We should be 
‘inclined,” wrote the Court of Directors, “ to 
propose this weight for the coin under cOnsidera- 
'tioHy did we not think it would answer a good 
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purpose to fix the gross weight in whole numbers ; 
we should therefore prefer the weight of 180 troy 
grains as the nearest to the sicca weight, and 
in so doing we are not aware of any inconvenience 
resulting therefrom at either of our presidencies ; 
but we are rather inclined to think the measure 
will be found useful, inasmuch as it will produce" 
a greater degree of simplicity in the valuation of 
the coin in respect to other money.” 

The Act No* XVII of 1835 made the silver 
rupee of 180 troy grains eleven-twelfths fine the 
standard throughout British India. The weight 
and the fineness of the rupee have remained 
•unaltered since 1835. 

The Positio7i of Gold in the Currency. 

By section 9 of the Act of 1835 it was 
enacted that no gold coin shall henceforward 
be a legal tender for payment in any o£ the 
territories of the East India Company.” The 
Court of Directors, however, in the Despach of 
1808 had stated that it is not by any means 
•our wish to introduce a silver currency to the 
exclusion of the gold, where the latter is the 
.general measure of value, any more than to force 
a gold coin where silver is the general measure 
of value.” In Section 16 of the Despatch they 
clearly defined their attitude towards the use of 
gold as currency : — 

Although we are fully satisfied of the propriety 
of the silver rupee being the principal measure of 
value and the money of account, yet we are by no 
means desirous of checking the circulation of gold 
-but of establishing a, gold coin on a principle 
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fitted for general use. This coin, in our opinion,, 
should be called a gold rupee and be made of the 
same standard as the silver rupee, viz,, 180 troy 
grains, gross weight, and 165 troy grains, fine 
gold, also divided into halves and quarters, so that 
the coins of both gold and silver should be of the 
same denomination, weight and fineness.’’ 

In view of this pronouncement it is some- 
what difficult to understand why the gold pieces 
of 5, 10, 15 and 30 rupees coined under the Act of 
1835 were deprived of the legal tender quality. 
By a proclamation issued in 1841 .officers in 
charge of public treasuries were authorised to 
receive the gold coins struck under the provisions 
of the Act of 1835 at their denominated value,, 
until they should have passed a certain limit of 
lightness, when they were to be taken as bullion 
only, by weight. It is also not clear w^’hat was 
the precise object in requiring public treasuries 
to receive gold coins which were no longer legal 
tender. It was certain that so long as the mar- 
ket price of gold exceeded the denominated price 
of the coin in silver, no gold would be brought to 
the Government, but if the market price ef gold 
fell below the silver denomination of the coin, 
gold would accumulate in Government treasuries 
and this gold could not be used by Government 
in making payments to the public as it was legal 
tender. Such was actually the result of the 
proclamation of 1841. In a letter to the Court 
of Directors, dated 2nd July 1852, the Government 
of India pointed out that there was 30 lakhs of 
rupees worth of gold ■ in Government treasuries 
wMoh was of no use to them.. This amount in 
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itself,’^ they said,/^ would not have embarraB^ed 
us though obviously there is no advantage in 
being in possession of so large an amount of coin 
of which we can make no use in aid of the public ‘ 
expenditure in India. But we have reason to ’ 
believe that' speculations are ali'eady in progress ' 
for forming connexions with Australia for the [ 
express purpose of bringing up gold when the 
direct line of steam communication is opened 
next year, in order to take advantage of the 
‘Government proclamation of 1841, by which gold 
is still receivable at 15 rupees to the so-called 
gold piece ; and in this case we run the risk of 
being seriously inconvenienced by an excessive 
•stock of this metal,’' 

The Government of India proposed that the 
proclamation of T841 should be withdrawn. The 
■Court of Directors agreed with the Government 
of India that it was important at once to check 
the receipt of gold into the Indian treasuries, but 
they pointed out that the proclamation of 1841 
was not intended to bear the interpretation which 
the Government of India had given to it. It did 
not, they said, impose upon the officers in charge 
of treasuries an obligation to give silver for gold, 
but only to authorise them to receive gold in 
exchange for silver if it suited their convenience 
to do so.” By a notification issued in December, 
1842, it was declared that beginning with January’ 
1853, ‘^no gold coin will be received on account of 
payments due, or in any way to be made, to the 
Government in any public treasury within the 
territories of the- East India Company.” Golds ' 
however, continued to be received into the niint, 
for coinage under the Act of 1835. 
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"Wtiii© tiiG StctioH t&ljGD, by .tho GrovGrmnGXit’' 
tended to discourage the use of gold as currency^ 
the fall in its price, consequent upon the discov- 
eries of gold in Australia and California, consider- 
ably increased the demand for gold. Memorials 
were submitted to Government by various. 
Chambers of Commerce praying for the introduc- 
tion of a gold currency. The more important 
proposals made with a view to encourage the use 
of gold as currency were i (1) the introduction 
of the sovereign or some other gold coin which 
should circulate at its market price from dav to- 
day measured in silver ; (2) the introduction ofi 
the English sovereign as legal tender for ten 
rupees, but limited in amount to 20 rupees ; and: 
(3) the change 0 the monetary standard from 
silver to gold, silver tokens to be used as subordi- 
nate coins. These proposals were examined: ■ 
by Ml. James Wilson in a minute entitled 
Proposals to introduce a Gold Currency in 
India,” dated 25th December 1859.. He thoiio-ht 
and rigntly, that a gold coin whose value'’ as 
measured in silver was fluctuating from day to-, 
day, could not be used as currency.. To the pro 
posal to permit the circulation of the soverei<^n 
to a limited extent, of 20 rupees, his objection wa«-- 
that the sovereign would not circulate, so lono- as 
its value was above the ratio at which it was 
made, legal tender, and that every effort would be 
made to force jt into circulation, if its value fell 
below that ratio. The result would be that those- 
who received the sovereign, in, payment, of small 
sums (railway ..companies, and: -'small dealers for 
exainple), would... not. be ablp. to..: use then^.' in 


I 
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making large payments without risk of loss. 
This objection did not apply to a change in the 
standard from silver to gold, and Mr. Wilson 
admitted that if Government had to begin d& 
novo, convenience would point to a gold standard 
with silver token coins as the best.'' But he 
thought that in a country where all obligations 
had been contracted to be paid in silver, to 
change the standard from silver to gold, because 
gold had depreciated, would be to defraud the 
creditor for the advantage of the debtor and to 
break public faith. His view was that a welh 
regulated paper currency was more desirable than 
gold in circulation, and he submitted his propo- 
sals for a Government paper currency in a sepa- 
rate minute. 

To James Wilson’s plan for a paper 
currency it was objected that the people of India, 
would be slow to appreciate the advantages of 
paper money as from times immemorial they 
were accustomed to the use of money of intrinsic 
value. 

The case for the introduction of gold into 
circulation in India was ably argued by Sir 
Charles Trevelyan in . a minute dated 20th J une, 
1864. Information collected by Sir Charles 
Trevelyan from all parts of India showed that 
there was a general desire for the introduction 
of gold coins in India ; that the people of India 
were well-acquainted with the sovereign, and 
that there was every reason to think that the 
introduction of the sovereign would be well 
received and that it would circulate freely at 10 
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rupees. The Secretary of State, however, did 
not think it advisable to make the sovereign 
legal tender, but as an experimental measure 
He^ suggested that the sovereign and the half- 
sovereign should be received into and paid out 
of public treasuries in India for ten and five' 
rupees respectively, and effect was given to this, 
proposal by a Government notification in Novem- 
ber 1864. But it was found that the rate of ten 
rupees to the sovereign was below the market 
value of the sovereign, and therefore it failed to 
attract sovereigns to Government treasuries. 
The rate was raised to Es. 10-4 for the sovereign 
and Bs. 5-2 for the half-sovereign in October 
1868. Shortly afterwards the gold price of silver 
began to fall, which entirely changed the Indian 
currency situation, and the Government of 
India adopted the following Eesolution on the 
subject of a gold currency on 7th May 1874 : — 

“ The expediency of introducing a gold 
currency having been considered, the Governor 
General in Council is not at present prepared to 
take any step for the recognition of gold, as a 
legal standard of value in India.” 

The Fall in the Gold Value of Silver. 

The fall in the gold value of silver com- 
menced in 1873, and by 1893 it amounted to 
40 per cent. 

Expert opinion was divided as to the causes 
of the fall. On the one hand it could not be 
denied that the production of silver had increased. 
The demand for silver, .had, at the same time, 
decteased owing to (a)' the cessati'On of free- coin- 
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•age of ’silver in Germany, the Latin Union and 
Holland, and (&) diminution in the Indian demand 
for silver caused chiefly by increase in the sale 
of Council bills. It would, therefore, appear, tha^t 
the change in the relative values of the precious 
metals was due to causes affecting silver. On 
^the other hand, there is a good deal of evidence to 
'’show that during the whole period, 1873—1893, 
gold was appreciating owing te causes affecting 
gold itself — decreased production and increased 
demand for industrial and monetary purposes. If 
the purchasing power of gold and silver in terms 
of commodities is considered, it is found that the 
fall in the gold value of silver far exceeded the 
fall in the value of silver as measured by pur- 
chasing power over commodities either in China 
or in India, while the purchasing power of gold 
over commodities in England increased very 
considerably. The movements of gold and silver 
prices unmistakably show that the change in the 
relative values of the precious metals was 
primarily due to the appreciation, of gold, not 
depreciation of silver. 

But whatever be the causes of the fall in the 
gold value.- of silver, its effect on Indian finance 
was most serious. The Home Charges amounted 
then to about il5, 000, 000 annually. The Home 
Charges represent a sterling obligation of the 
Government of India, while the revenues of the 
Government are oolleoted in silver. Every fall 
in the gold value of the rupee thus meant a real 
^addition to the burden of the Home Charges. 
Mr. E. B. Chapman, Secretary, Einancial Depart- 
ment of the Government of India, described the 
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•conseqtiGiices to British India of tho fall in the 
exchange value of the rupee in a note dated 13tli 
July, 1876, from which the following passages are 
taken : — 

The injury to our finances hitherto is thus, 
mainly, if not altogether, due to the enhanced 
value that we have to pay in gold in England. 
Our obligations there have been contracted on 
the understanding that gold was worth about 
15 K times its weight in silver, and gold having 
now risen to be worth about 20 times its weight 
in silver, the burden of our obligations is pro- 
portionately increased. Our creditors in England, 
who beiiMt by the change, have no equitable 
claim to the benefit ; but unless there is some 
such international rectifiication as I have sugges- 
ted, the wrong appears to be, so far, without a 
remedy. We have no option but to pay the gold 
that we have contracted to pay. 

Now there is no royal road out of this 
difficulty ; it must simply be faced ; we must 
grapple with it and overcome it, or be overcome. 
The facts and calculations which I have already 
submitted show that in order to meet the new 
and grave obligations thus imposeci upon it, the 
Government of India must, upon the assumption 
that the fall to Is. 7d. only is due to a rise of the 
value of gold, be prepared, by increasing its 
receipts or reducing its expenditure, to provide, 
immediately, not less than two crores of rupees a 
year in excess of what it now has at its disposal ; 
•and it may be, considerably more. We do not 
yet know the worst and cannot say when we 
shall knew it. 
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The problem theii which the Government 
'of India has to solve is how to, effect an improve* 
'ment in its financial position of two crores of 
(Ttipees a year immediately, and of a further 
indefinite sum hereafter* The task is formidable 
enough to cause dismay. It will be requisite to 
give up all administrative luxuries and even some 
: ’necessaries. Schemes of retrenchment must be 
reconsidered which have been, in times past, 

• taken up and rejected ; and the whole energy and 
ability at the command of the State will be 
needed to effect the required curtailments. Besort 
, must, moreover, I fear, be had even to new 
taxation. But a loyal and combined effort must 
be made: I see no way of escape from the pain- 
ful exigency.” 

Any considerable increase in taxation, how- 
ever, was not practicable for political reasons 
and the situation was one of great difficulty. 

Apart from increasing the burden of the 
TIome Charges, the fall in exchange tended to 
' cheek the investment of foreign capital in India 
and lowered the gold value of the salaries, paid 
in rupees, of the European employees of the 
'Government. It also" made foreign trade a 
gamble in exchange. 

In view of the ultimate establishment in 
' India of the gold exchange system it is interest- 
ing to learn that as early as 1876 it was pro- 
' posed to secure stability of exchange by closihg 
' the mints to the coinage of silver and giving 
) the rupee an artificial gold value; The main 
features of this plan are' described in the follow- 
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ing extract from’ a' letter froih Major-General 
. Bicbard Sfcrachey, to the Editor of The Pall 
mu Budget,'^' dated 10th A.ugust 1876 

‘‘ The prohlem of solution, therefore, is to 
introduce in India a standard of value which 
shall be readily commensurable with that of 
England, with which country its commercial and 
other transactions settled by money payments 
are on so vast a scale ; and to place the Indian 
currency on a secure", basis so that the fluctua- 
tions in the value of - silver, which have beconie 
so excessive, shall not endanger the' standard 
of value that has been adopted for that country* 
It seems probable that the required remedy may 
be found by adopting generally the course 
recommended by the Calcutta Chamber of 
Commerce, but with a few modifications and 
supplementary precautions. The first step 
woMfl"*be.....to-,abanjnn ^he 'unlimited coinage of 
rupees on demand aiad to place 'the rupee 
coinage entirely under the control of the Govern- 
ment for which alone rupees would here- 
after be struck. A corresponding restriction of 
the paper currency would be necessary, and the 
prohibition of the import of coined rupees* 
At the same time that the Mint was qlosed for 
.silver it should be opened, for gold, or, as a tem- 
porary arrangement, British sovereigns might 
Re admitted as lawful currency at a rate to be 
fixed for the purpose. The intrinsic gold value 
of the new. gold coin, .or the current ' value of 
, the sovereign .in Indian Iwould be arranged so 
as to -be equivalent to a; gold value of the rupee 
of about Is. lO^d. or Is. US;, Which was the 
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f value before the recent great fall in the price 
of silver- Currency, notes would be issued 
against gold at the fixed rates, as heretofore*- 
. against silver.” 

The authorities in " Indm did not appreciate 
'the novel idea of establishing a gold standard 
' with a currency mainly composed of token silver 
rupees issued by the Government, as would 
appear from the following very interesting 
j)assage from a letter from E- B. Chapman to* 
Major-General Stracbey, dated 26th October,. 
1876:— 

‘‘I am astounded that you should propose 

- such a tremendous heresy as a permanent 
divorce between the standard and the currency- 
Surely this is .nothing in the world but an 

..inconvertible currency, limited, it is true (though 
I observe that .yon would , not even limit it 
absolutely), but still inconvertible. If we are to 
go in for an inconvertible currency, why should 
we go the useless expense of having it in silver ; 

• surely it would be only commensense to go to 
' paper once ? I have seen plainly that we 
mast go through a period of inconvertible cur- 
rency of silver witH a gold standard ; but I 
have always looked upon this . as an evil of the 
first magnitude from which we should use 
every exertion to escape at the very earliest 
■ opportunity. It startles and staggers me that 
you should say that such a man as yourself; 
to saynothing of the rest of the powers that be 

- at the .India Office, should have 'been seduced 
: into ihinkihg' otherwise for an instant... 
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3Iave you not altogether underrated the volume 
of our silver currency too ? A true silver sub- 
.sidiary currency must I maintain, be treated as a 
note currency, e., it must, be issued only in 
exchange for gold, and the State should be com- 
pelled to give gold for it, at convenient centres^ 
•on demand, everywhere. Only on these con- 
ditions will a silver subsidiary coinage be on a 
really sound footing ; and upon this footing 
even India will not want, I believe, more than 
:30 crores at the outside, if indeed she wants as 
‘much. You cannot seriously think we . could 
for a permanency avoid calling in the 170 crores 
of rupees that w^e should have in excess of our 
wants. Nor can I seriously believe that an accu* 
rate thinker like yourself would deliberately 
consent to entrust to any Government on earth 
the power to issue token coinage at its discre- 
tion to pass as full legal tender. No human 
Government yet existed who could be trusted 
with such a power,” 

These views found an emphatic expression 
in a Despatch from the Government of India 
to the Secretary of State dated 13th October, 
1876 :— . ' 

'VWe are thus quite aware that our standard 
of value might be enhanced without any immediate 
change in the body of our currency ; and that 
5ve might, for a time, enjoy many of the 
advantages of a gold standard, without under- 
going the expense of introducing a gold currency. 
But we wholly distrust the advice and conclu- 
pions. of those who think that si|ch a state of 
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cfchmgs could be tolesrated permanentiy, or even 
for any considerable length of time ; in other 
words, that we conld introduce an enhanced 
standard, and yet, indefinitely, escape the obliga- 
tion to introduce an enhanced currency. So 
long as the currency ol a country is out of accord 
with the standard, the country is exposed to all 
the evils of an inconvertible paper currency ; 
the value of its money abroad differs from its 
domestic value, and the community is exposed 
to the depredations of coiners and forgers. It 
is not, we conceive, necessary for us to multiply 
arguments on this point ; but we must record 
/Our deliberate conviction that, although we 
icould hardly under any circumstances, hope to 
effect an enhancement of our standard of value, 
without being compelled to endure for a time, 
the evils inseparable from a currency not truly 
■representing the standard, it would be our im- 
perative duty to adopt immediate and definite 
■ measures to bring this state of things to an 
end, within a specified time, by the introduc- 
tionof a sound currency, that is to say, of a 
^currency representing the standard by its own 
independent value, abroad as well as at home.” 

The Government of India favoured the settle- 
ment of the silver question by international 
agreement, but they were of opinion that if an 
international conference failed to arrive at a 
-satisfactory decision regarding silver, it would he 
necessary to stop the free coinage of silver and 
introduce a gold standard with a gold currency in 
■India. An international Monetary Conference 
jwas .0cmvened at Brussels in 1892, but it suspend- 
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ed its labours on December 17, without coming to 
i any definite conclusions. It was to meet again 

on 30th May, 1893, if the various Governments 
which were represented in it approved. But it 
never mefe again. A month before the meeting of 
the Brussels Conference the Secretary of State 
for India had appointed a Currency Commit tee^ 
presided over by Liord Herschell, to consider the 
proposals of the Government of India. The 
Committee accepted these proposals with some 
modifications. Acting on the advice of the 
Herschell Committee the Government closed 
the mints to the free coinage of silver by 
i Act No. VIII of 1893, passed on 26th June 1893- 

* ' On the same date three notifications were issued, 

the first providing for the issue of rupees in ex- 
: ; change for gold presented at the Indian mints at 

i * the rate of 16d. to the rupee ; the second autho- 

- . rising the receipt of sovereigns and half-sovereigns 

' by the Government in payment of taxes and other 

f|’j I Government dues at 16(i. to the rupee ; and the 

J I ; third providing for the issue' of currency notes in 

1 P ; exchange for British gold coin or gold bullion at 

j '' ' the same rate. 

: ! M , Indians Foreign Trade, 1878 to 1895. 

! ' The effects of the fall in the exchange value 

; , of the rupee on India’s foreign trade were forcibly 

' . described in a Despatch from the Governihent of 

India to the Secretary of State, dated 9th Novem- 
ber, 1878 

The consequences of a fall in the exchange 
on the Import trade of India are almost equiva- 
lent to those of an Import duty of corresponding 
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amount. To secure the same profit in Sterling 
money with a falling rate of exchange, the prices 
of articles measure<3 in rupees must be raised in 
the same proportion ; sales will therefore be re- 
duced, and the Export trade tanto checked, 
also. It is, of course, true that the direct effect 
of the low exchange is to stimulate the Export 
trade, but the set-off caused by the opposite in- 
fluence on Imports must not be overlooked in 
estimating the value of this one advantage of 
cheap silver. It is unfortunately impossibe to 
deduce any positive conclusions from the trade 
returns as to the real effect of the fall in silver o.n 
the Export and Import trade of India ; the dis- 
turbances due to the seasons of extreme drought, 
to the commercial depression, and to. the political 
troubles which have characterised the last two or 
three^years, have been of a nature to obscure or 
obliterate the results that might perhaps have 
been anticipated. As a matter of fact, no im- 
provement can be traced with any confidence im 
the Export trade, and it remains doubtful whether 
the greater cheapness of the rup^ee (subject to the 
opposite influence above alluded to operating 
through the Imports) has had any beneficial effect 
at all on the trade of India.’’ 

By itself a fall in exchange tends to check 
imports, and to stimulate exports. To the con- 
tention that the depreciation of the currency is 
equivalent to a bounty on exports it is objected 
that the gains of they exporters are at the 
Expense of other classes of the community, par- 
ticularly the labourers. Trade returns, however, 
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show that during the period of the falling rupaa 
imports into India increased by a larger percent- 
age than the exports. The total value of imports, 
of private merchandise in 1873-74 was 31,62 
lakhs, and of exports, 54,96 lakhs. In 1894-95: 
imports had risen to 70,16 lakhs, or 122 per cent.,, 
and exports to 108,81 lakhs, or 98 per cent. Tee 
greater expansion of the import trade as compared 
with the export trade is explained by tne very 
considerable fall in gold prices which occurred 
during this period. It would also seem that 
while a stable exchange is an undoubted conveni- 
ence to trade, a country’s foreign trade may 
prosper in spite of a fluctuating exchange. 

Indian Currency, 1898 to 1898, 

The 16(Z. rate had been chosen as it repre- 
sented the exchange value of the rupee in tflo- 
years, immediately preceding .. the closing of the 
mints to the coinage of silver. G-overnment 
hoped to prevent a fall in exchange below 16i^. by 
starving the circulation”. If, while population 
is increasing and trade is expanding, the growth 
of the currency is restricted, the effect would be 
to reduce the volume of the currency in relation 
to trade. The closing of the mints was, however,, 
followed by a further - fall in exchange, and the' 
fall continued until the rupee touched its lowest 
point, 12|d. in January 1895. This was due te 
several reasons. (1) Some 20,000,000 rupees were 
coined by Government immediately after, the- 
closing of the mints. This represented silver 
received from, banks and others shipped, to India* 
before the closing of , tfle mints^ ^ (2) Many 
miliions of rupees were imported into British 
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Ipdia, where the face value of the rupee was‘ 
greater than its intrinsic value, from the Native 
States. (3) Eupees also came out of hoards.; 
(4) There was an increase in the net circulatiom 
of notes as can. be seen from the following, 
figures : — 

Net circulation on 31st March. 

Lakhs of rupees. 

1892- 93 ... 26,40 

1893- 94 ... 30,41 

1894- 95 ... 30,70 

(5) Finally, the Council bills sold by the 
Secretary of State in 1894-95 amounted to about 
^1 7,000,000 as compared with £9i millions sold 
in the preceding year. The effect of the increase 
in the sale of Council bills was to reduce the cash 
balances in the Government treasuries and to- 
increase the number of rupees in circulation. 

Having reached its lowest level in January 
1895, the exchange value of the rupee began to 
rise, and m the latter part of 1897 it nearly- 
touched 163. The years 1895 to 1898 were a 
period of the appreciation of the rupee in terms 
of gold. The exchange value of the rupee was 
now completely divorced from its bullion value 
and fluctuated independently of the price of silver. 

Between 1895 and 1898 the value of the rupee 
in terms of commodities also tended to rise, if due 
allowance is made for the severe, famine of 1896. 
As the result ^of famine, the prices of food grains 
in 1897, rose 60 per cent, as compared with the 
average of 1891-95, and something more than 60-' 
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Tjer cent, as compared with the prices in 1895, 
But excepting food grains, there was a clear ten- 
dency towards a fall in general prices m India. 
In other words, the scarcity of rupees which was 
an importtot factor. in raising the exchange value' 
of the rupee, also caused the rupee to appreciate 
in terms of commodities. Another effect of the 

relative contraction of the currency was the rise 

in the price of capital or the rate of interest. 
The average rate of discount at the Presidency 
Bank of Bengal during the five years precedmg 
the closing of the mints was 5*0 per cent, ; during 
the quinquennial period ending 1898 the average 
rose to 6*2 per cent. • ' 

The Proposal to Reopen the Indian Mints to 
the Comage of Silver. 

In August 1897 the Government of India 
were asked by the Secretary of State whether 
they were in favour of reopening the Indian mints 
to silver if France and United States of America 
opened their mints to silver as well as gold. The 
Government of India saw no very good reasons 
•for adopting the course suggested. They pointed, 
out that the return to silver monometallism 
would cause an intense disturbance of trade, and 
in case the experiment failed, the whole cost of 
failure would have to be paid by India alone. 
Further, international bimetallism could not suc- 
.ceed without the co-operation of the United King- 
dom, and since the United Kingdom was not 
prepared to change her monetary standard, the 
best possible course for India was^ to link her 
jcurrency system with that of the United Kingdom,* 
the country with which her trade and financial 
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connections were most intimate. The Govern- 
ment of India finally declined to give the under- 
taking desired by France and .the United States. 
In view of the fact that their currency policy had 
succeeded in arresting the fall in exchange, their 
objection to re-opening the mints to the coinage 
of silver, W'hich meant a reversal of their policy, 
was well-founded. 

The Appointment of the Fowler Committee. 

On the 3rd of March 1898, the Government of 
India sent a communication to the Secretary of 
State urging the establishment of the gold 
standard in India. In paragragh 26 of their 
Despatch the Government of India said : — 

We believe that the effective introduction 
of the gold standard will be welcomed by the 
banking and mercantile communities and by the 
public of India. It has indeed been pressed upon 
us strongly by the Bengal and Madras Chambers 

of Commerce and in the press that the time 

! has arrived to put an end to the uncertainty and 
fluctuations of exchange ; and the discussion in 
the Bombay Chamber of Commerce on 
B February 9 indicates that the members of 

that Chamber share this opinion. We thinks 
therefore, that we may expect their support 
in the measures we propose, though neither 
the Bengal Chamber of Commerce nor the 
Bombay Chamber has declared in favour of any 
particular scheme to secure the object, and the 
Madras Chamber has supported, with some modi- 
fications, the proposals of Mr. Lindsay, to which 
we allude below. Accordingly, we strongly urge 
.that no time should be lost by Her Majesty’s 
Government in giving effect to our proposals.” 
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This communication led to the appointment 
of the Fowler Committee. At the time when the 
Despatch of March 3rd was wuhtten, the exchange 
value of the rupee was still somewhat less than 
166?. The Grovernment of India proposed to raise 
exchange by reducing the volume of the silver 
circulation and replacing the silver withdrawn 
from the circulation by gold. '' The necessary 
condition of a fixed rate of exchange between two 
countries,” they said, is that, when the currency 
of one of them becomes redundant as compared 
with that of the other, the redundancy may be 
relieved by the withdrawal, for a time, of the 
excess coin, and W’e wish therefore to reach the 
condition in which our circulating medium (using 
that term in its widest sense, as embracing not 
only active circulation from hand to hand, but the 
inactive reserves of banks and of the Treasury 
and the like) is not composed wholly of silver 
coin which has no value outside the country, but 
contains also a margin of gold which is capable 
of being used elsewhere as coin, and will therefore 
in natural course flow to where it is most 
wanted.” 

But how was the rupee circulation to be 
reduced ? The Government of India said : — 

‘‘ The mere reduction of circulation might be 
carried out in the same way in which it was 
effected in 1893, namely by abstaining from draw- 
ing Gounsil bills, until we have an accumulation 
of, say, twenty crores in excess of our ordinary 
balances. But this procedure would be both 
costly and, as we believe, ineffective ; in the first 
place, the permanent locking-up of twenty crores 
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»of rupees would cost us in the interest on that 
amount, or on the amount of gold borrowed in 
England during the suspension of drawings, and 
in the second place, the existence of this accumu- 
lation of silver coins would be a perpetual menace 
to the exchange market, and would entirely pre- 
vent any confidence in the future of the rupee. 
We must not only withdraw the amount from cir- 
culation, but we must show by the method we 
adoj)t that our intention is that it should cease to 
exist in the form of coin, and tl^at its place as 
coin is to be taken by gold. Our proposal is 
therefore to melt down existing rupees, having 
.first provided a reserve of gold both for the prac- 
tical purpose of taking the place of the silver, 
.and in order to establish confidence in the issue 
, of our measures,” 

The Fowler Committee rejected the proposal 
to melt down rupees, but before the Committee 
.made its report the rupee had risen to 16c?., and 
the Government of India themselves, in the 
altered circumstances, would not have recommend- 
ed that measure. The main recommendations 
.of the Fowler Committee were that the sovereign 
and the half-sovereign should be declared legal 
tender throughout India at 15 rupees per sovere- 
ign, and that a gold standard, with its normal 
accompaniment, ” a gold currency, should be 
established in India. The Committee also re- 
commended that ‘‘fresh rupees should not be 
coined until the proportion of gold in the currency 
is found to exceed the requirements of the public, 
,and that “any profit on the coinage ..of 
■rupees......... ...should be kept in gold as a special 
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XGserve, entirely apart from the Paper Currency 
Reserve and the ordinary Treasury balances/" 
The reserve was to be used for maintaining 
exchange in the manner explained in the following- 
passage: — 

"‘x^lthough the Government of India shouia 
not, in our opinion, be bound in law to part with 
its gold in exchange for rupees, or for merely 
internal purposes, we regard it as the principal 
use of a gold reserve that it should be freely 
avo.ilable for foreign remittances whenever the 
exchange falls below^ specie point ; and the- 
Government of India should make its gold avail- 
able for this purpose, when necessary, under such, 
conditions as the circumstances of the time may 

render desirable and when it has accumu-- 

lated a. sufficient gold reserve, and so long as gold 
is available in its Treasury, it might discharge its 
obligations in India in gold, instead of in rupees.” 

The Lindsay scheme for the introduction of 
gold standard without a gold currercy was 
rejected by the Fowler Committee. 

The Government of India accepted the- 
recommendations of the Committee. The sovereign 
W'as declared legal tender; the Gold Standard 
Reserve was instituted, and active steps were 
taken to encourage the use of gold as currency.- 
Arrangments were also made for the coinage of 
gold in India, but the scheme was dropped when 
it -was nearly com]plete in 1902. The results of 
encouraging the use of sovereigns as a medium of 
circulation were, however, considered to be 
unsatisfactory, and the Government of India 
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resumed the coinage o,f rupees on a considerable 
scale in 1900. 

The Gold Exchange Standard. 

Though the Government of India fully 
intended to carry out the recommendations of the 
.Fowler Committee, the Indian currency system 
has not developed along t':e lines recoinmeBded by 
that Committee. The main features of our pre- 
war currency system were essentially those of 
Mr. Lindsay’s scheme. 

The central idea of Mr., Lindsay’s plan is 
that gold is not required for internal circulation 
but for the payment of interna,tional indebted- 
ness. For maintaining exchange it is, therefore, 
sufficient if the national currency is convertible 
into gold at a constant rate for meeting sterling 
obligations abroad. When Council bills are sold 
in London, gold is de^rosited in the reserves kept 
there and rupees are issued in India, and the 
rupee circulation increases. The circulation, 
automatically contracts when bills are sold in 
India to meet an unfavourable balance of trade. 
The rupees obtained for bills are witndrawn from 
the circulation and gold is paid out of the reserve 
in London. The Gold Standard Eeserve, (Mr. 
Lindsay’s Gold Conversion Fund)” is kept in 
London, as gold is really required only for the 
settlement of the balances of India’s foreign 
indebtedness, and London is an important centre 
for the settlement of international indebtedness. 
These are the main features of Mr, Lindsay’s 
scheme. Several objections were raised against 
the scheme. The Government of India in their 
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Despatch of 8rd March 1898, gave as one of tbeir 
main reasons for deciding not to adopt the scheme,, 
that it would involve them '‘in a liability to pay 
out gold in London in exchange for rupees 
received in India to an indefinite extent,®"' 
Mr. Lindsay's reply to the objection was that 
Government -would be involving themselves in a 
greater liability by undertaking to give gold in 
India. A second objection to the scheme was that 
the location of the Gold Standard Eeserve in 
London "would excite distrust and suspicion. A 
gold reserve/’ said Sir James Westland in his 
memorandum on the scheme, " intended to support 
the introduction and maintenance of a gold 
standard in any country ought to be kept in the 
country if it is to produce its full effect in the 
way of establishing the confidence which is almost 
indispensable to the success of the measure." 
Mr. Lindsay, however, thought that the foreign 
capitalist would have greater confidence if the 
reserve w^as kept in London. " It is only people 
who send out capital to India that are concerned 
in the matter ; the people who work with local 
capital in India will be very much in the same 
position as they are at present. The token 
rupees are all they want." 

The chief difference between Mr. Lindsay’s 
plan and the measures proposed by the Govern- 
ment of India was that the former provided for 
the contraction and expansion of the currency by 
the withdrawal of rupees from, and the issue of 
rupees into circulation, while the latter recom- 
mended the adoption of the principle of free in- 
flow and out-flow of gold. If there was no fresh 
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coinage of rupees, the demand for additional cur-- 
rency caused by the growth of trade would be met 
by the issue of gold coins ; if at another time the 
currency became redundant, the excess would be 
got rid of by the exportation of gold. Mi% 
Lindsay’s plan, it was also pointed out, invested 
the Government with some degree of control over 
the volume of the rupee currency, for new’ rupees 
were to be coined from bullion bought at the 
discretion of the Government. This is not a 
feature of the plan,” wrote Sir James Westland, 
that can commend itself in principle, for the 
regulation of the sole full legal tender currency 
of a country should be entirely automatic and 
not in any degree dependent upon the discretion 
of the Administration.” 

Indian Currency from 1898 to the 
Ouihreah of War. 

The chief matters of interest in our currency 
history during this period are the investment of 
the Gold Standard Eeserve in securities in 
London, the formation in India in 1906 of a 
rupee reserve as part of the Gold Standard Ee- 
serve, the diversion in 1907 of profits on the 
coinage of rupees for capital expenditure on 
railw^ays and the sale of sterling drafts by the 
Government of India in the exchange crisis of 
1907-08. 

In 1905, and again in 1906, some difficulty 
was felt in meeting the demand for rupees in 
India and this led to the formation of a special 
rupee reserve which could be utilised for prevent- 
ing exchange from rising above Is. 4d. At first 
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the reserve "was held inside the Paper Currency 
Eeserve in the form of silver ingots and then in 
partly coined rupees, but in 1906 it was decided 
to hold it in the form of coined rupees only. But 
as the reserve was needed for preventing the 
rupee from rising to a premium over I 5 . 4d., its 
name was changed to the Grold Standard Eeserve, 
which now consisted of two portions, one held 
in the form of sterling securities in London, and 
the other in rupees in India. The rupee branch, 
like the sterling branch, of the Eeserve, consisted 
of the profits on the coinage of rupees. 

It 1907 a Eailway Committee appointed by 
the Secretary of State recommended that 
£ 1,000,000 out of the profits on the coinage of 
rupees in 1907 should be devoted to improve- 
ments for Indian railways. The Secretary ' of 
State went further than the Committee and 
decided that for the future one half of any 
profits on the coinage of rupees should be used 
for capital expenditure on railways until the 
Gold Standard Eeserve reached £ 20,000,000. 
It was intended that after that total had been 
reached, the whole of the profits on silver coinage 
should be diverted from the Eeserve. The 
Government of India, however, thought that the 
sterling portion of the Eeserve should be allowed 
to accumulate to £ 20,000,000 before any sums 
were diverted from it. In reply to a communi- 
cation from the Government of India on the 
subject, the Secretary of State said : The 

danger which you allege of a fall in exchange I 
regard as illusory, having regard to the present 
conditions of trade, the amount of securities in 
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tlie Gold Standard Eesel’ve and of gold in ^ the 
'Currency Eeserve.’’ He adhered to his decision 
and used £ 1,123,000 of the profits of coinage for 
railway capital expenditure. 

i But the danger of a fall in exchange was not 

illusory. The severe hnaiicial crisis in America 
in the autumn of 1907 and the consequent mone- 
♦ tary stringency in the money markets of the 

world, combined with the failure of the summer 
inonsooii in India in 1907, caused Indian exchange 
to fall suddenly in November of that year. Tae 
Exchange' Banks asked Government to sell tele- 
graphic transfers on London at Is. 4(7. per rupee, 
but the Government, after consulting the Secre- 
tary of State, refused. The Government also 
refused to give gold for export from tae Paper 
•Currency Eeserve in larger quantities than 
£ 10,000 to any one individual in one day. The 
exchange continued to fall and on November 23rd 
it fell to 1 $, Indian importers began to 

buy British Postal Orders for £ 10,000 and other 
large sums as a means of making sterling pay- 
ments, and then tbe Secretary of State urged the 
Government of India to give gold for export. The 
'Government of India also informed the Exchange 
Banks on 7th December that, should it become 
necessary, they would offer for tender in India 
sterling exchange on London. On 26th March 
1908 sterling bills were first sold in India, and 
they continued to be sold till 11th September 
I 1908. In all £ 8,058,000 was withdrawn during 

i this pariod from the Gold Standard Eeserve to 

meet the bills. 

The crisis of 1907-08 showed that strong 
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gold reserves wore essential for the maintenance^ 
of exchange. During the crisis £4,179,000 was 
withdrawn by the public from the Paper Currency 
Beserve, while only £ 250,000 was exported on 
private account. Another lesson taught by the 
crisis was the desirability of formulating in 
advance and giving publicity to the policy which 
it is intended to pursue in a crisis”. ^^It is almost 
as important,” wrote the Chamberlain Commiss- 
ion, ‘‘ that the general public should have con- 
fidence in the determination of the Government' 
effectively to use their resources to maintain the 
rupee at Is. 4rZ., as it is that the Government 
should have the necessary resources for so doing.”' 

The Chamberlain Commission. 

The Chamberlain Commission was appointed 
in April 1913 to consider, among other matters,. 

the measures taken by the Indian Government 
and the Secretary of State for India in Council, 
to maintain the exchange value of the rupee in 
pursuance of, or supplementary to the recom- 
mendations of the Indian Currency Committee 
of 1898, more particularly with regard to the 
location, disposition and employment of the Gold 
Standard and Paper Currency Eeserves.” The 
Commission approved of the measures adopted 
by the Government in order to maintain the 
exchange value of the rupee, though these 
measures were less in pursuance of the re- 
commendations of the Committee of 1898 than 
supplementary to them.” This is shown by the 
fact that the Government abandoned the attempt 
to encourage the use of sovereigns in India, and 
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kept the Gold Standard Eeserve in London for 
the support of exchange. The Commission was 
not in favour of introducing a gold circulation 
in India. '' The establishment of the gold value 
of the rupee on a stable basis,” they wrote, has- 
been and is of the first importance to India,” but 
gold in actual circulation is of little use for the 
support of exchange. Further, they tried to 
show that the attempt to encourage the circula- 
tion of gold would necessarily weaken the gold 
reserves of the Government, and thus make it 
difficult for Government to maintain exchange 
in a time of crisis. To the objection that without 
gold in active circulation India’s currency system 
would remain a managed ” system, their reply 
was that there was no essential difference bet- 
ween the power to import sovereigns at will and 
the power to have gold coined into sovereigns 
in India.” They finally concluded that It would 
not be to India’s advantage to encourage the 
increased use of gold in the internal circulation.” 
In paragraph 76 of their report^ the Commission 
said : — 

To sum up, our view is that India neither 
demands nor requires gold coins to any -consider- 
able extent for purposes of circulation (as oppos- 
ed to saving or hoarding), that the most generally 
suitable media of internal circulation in India are 
at present rupees and notes, and that the Go- 
vernment should, as opportunity may offer,, 
encourage notes, while providing — and this is 
the cardinal feature of the whole system — absof 
lute security for the covertibility into sterling o- 
so much of the internal currency as may at any 
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iXLOiiierit be required for the settlement of India’s 
external obligations.” 

As regards the Gold Standard Beserve, the 
• Commission did not fix any limit up to which the 
Eeserve should be accumulated. They recom- 
mended that the profits on the coinage of rupees 
should for the present continue to be credited 
exclusively to the Beserve, and that Government 
should aim at keeping one-half of the total 
Beserve in actual gold. The rupee branch of the 
Beserve they considered to be responsible for 
much confusion and doubt as to the efficiency of 
the Beserve ” and they recommended its aboli- 
tion. They did not consider it necessary that the 
use of the Beserve should be regulated by statute. 

But we advise,” they said, that the Govern- 
ment should make a public notification of their 
intention to sell bills in India on London at the 
rate of Is. 3f^|d. v/henever they are asked to do so 
(as was actually done in 1908 and confirmed in 
1909), to the full extent of their resources. We 
believe that the knowledge that such exchange 
can be purchased at any time wnll do much by 
itself to inspire confidence, and so to reduce the 
actual demand for drafts on London, and to pre- 
vent that feeling of panic which is liable to 
accompany and to aggravate periods of financial 
strain. With the Eeserve for the support of 
exchange so strong as it will, we hope, prove if 
-our rocommendations are accepted, we do not 
think that there is any reason to fear that in 
undertaking this liability the Government of 
India 'would be in any danger of being unable to 
carry out their obligation.” 
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As regards the sale of Council drafts in 
Loudon, the Commission, w^hile recognising that 
the Secretary of State sells Council drafts, not 
for the convenience of trade but to provide the 
funds needed in London to meet the requirements 
of the Secretary of State on India’s behalf, did 
not recommend any restrictions upon the 
absolute discretion of the Secretary of State as to 
the amount of drafts sold or the rate at which 
they are sold, provided that it is within the gold 
points.” 

Only partial action could be taken by the 
: Government on the Beport of the Chamberlain 

' Commission, as the war broke out shortly after 

I the publication of the Beport in 1914. Govern- 

! ment issued a notification in 1914 guaranteeing 

i to issue sterling drafts on the Secretary of State 

in London. The silver branch of the Gold 
Standard Beserve was also abolished in 1914 by 
the transfer of 6 crores of rupees held in the 
silver branch to the Paper Currency Beserve for 
an equivalent amount of gold. 


t 


Indian Currency since the War, 


Having learnt in the crisis of 1907-08 how 
to use their gold reserves for the support of 
exchange, Government were fully prepared to 
meet the weakening of exchange which was the 
immediate result of the outbreak of war. Between 
6th August, 1914 and 28th January, 1915, Ee- 
verse bills were sold to the extent of J38,.707,000. 
Eeverse bills were again sold in 1915-16 
(£4,893,000) and between November 1918 and 
April 1919 (£5,465,000). Apart from these 

temporary periods of weakness exchange was 
■strong throughout the war. As a matter of fact, 
our currency troubles during the greater part 
■of the war were due, not to a falling rupee, but 
to a rupee whose exchange value rose to un- 
expected and unprecedented heights. Before we 
discuss the causes of the abnormal rise in the 
rupee which commenced in 3 917, however, it 
seems desirable to explain briefly the nature and 
operation of the gold exchange system in India 
before the war. 

A gold exchange system is an artificial system 
in the sense that the rate of exchange under this 
.system does not depend upon the intrinsic value 
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of the silver coin- Before 1893 every fall in the 
price of silver reduced the exchange value of the 
rupee, but during the whole period between 1^99 
and 1916, the fluctuations in the price of silver 
exercised no influence upon the course of the 
rupee exchange. Exchange rose and fell accord- 
ing to the supply of, and the demand for, foreign 
bills. The exchange value of our rupee was thus 
completely divorced from its bullion value. 

But it should not be supposed that as soon as 
a country has conferred an artificial gold value 
upon its silver coin, the market price of silver 
becomes a matter of indifference. Violent fluc- 
tuations in the price of silver in either direction 
would destroy the system, or make it impossible 
to work. The essential feature of a gold ex- 
change system is the use, for the purposes of 
-internal circulation, of a token coin, which is con- 
vertible into gold for foreign remittances at a 
more or less constant rate. When a token coin 
vceases to be a token coin, on account of the rise 
in the value of its metallic content, the 
gold exchange system automatically ceases to 
exist. It thus appears that the existence of the 
gold exchange system and its successful operation 
depend upon steadiness in the value of silver* 
For the purposes of the gold exchange system it 
is comparatively a matter of indifference whether 
the ratio of silver to gold is high or low, but it is 
not a matter of indifference whether the ratio 
is steady or subject to frequent and violent 
changes. This aspect of the question was duly 
.considered by the American Commission on Inter- 
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national Exchange of 1903. In the arguments 
submitted by the American Commission to the 
foreign Commissions there was a whole section 
devoted to ‘‘ Considerations regarding the price 
of silver.” '' Whether the absolute price of bar 
silver be high or low ”, wrote the American Com- 
mission, ‘‘is a matter of comparatively slight 
importance, in as much as the ratio could be fixed 
to correspond, provided the price remains steady;., 
but if after a ratio had been once fixed, the price 
were to increase decidedly (so that the bullion 
value of coins exceeded their nominal value) the 
coins would be melted down and the system- 
wmuld be destroyed. On the other hand, if the 
price of silver were to fall very low, the burden 
of maintaining the parity would be heavier, in as- 
much as a larger gold reserve fund might be 
required to maintain confidence. It is extremely 
desirable, therefore, especially for the countries 
that are somewhat weak financially, that the price 
of silver bullion should remain steady at a point 
somewhat near the ratio agreed upon.” 

In India attention has been concentrated on 
devising means for preventing the rupee from 
failing below a certain level. The possibility of 
a rise in the rupee much above its gold parity 
was never seriously considered by Government 
or any one else. This is certainly curious 
in view of the fact that the rise in the 
price of silver in 1903'07 caused the gold exchange 
system of several countries to collapse, though it 
did not affect us- The gold exchange system •was 
introduced into the Philippines in 1903, The unit 
of value was the silver peso, 416 grains in weight. 
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The margin between the bullion value and the 
money value of the 416 grains peso, at the average- 
price of silver for February (1903) was about 32*4 
per cent.'% which, says Kemmerer, to most 
people seemed to be a generous margin of safety.’^ 
But three years and eight months later the gold 
exchange system completely broke down owing to 
the rise in the price of silver. The monetary 
situation was reconsidered by the Philippines 
Government and the Government of the United 
States, and after many months of deliberation it 
was decided to reduce the weight and the fineness, 
of the peso, thus reducing the fine silver content 
of the peso by 34 per cent, and changing the ratio 
with gold from 32*6 to 1 to 21*3 to 1. ‘‘With 
this new ratio,” wrote Kemmerer, “ the new peso^ 
cannot be in danger of the melting pot until 
silver reaches approximately 45§d.”, and he 
thought that the peso was well protected 
by the large silver circulation of India and 
Japan- Thus Kemmerer wrote in October 1916. 
In less than a year, however, silver rose to 55d. 
throwing into confusion the currencies of India, 
the Philippines, the Straits Settlements and 
other Eastern countries. 

The rise in the price of silver in September 
1917 to 65 put an end to our gold exchange sys- 
tem. The rupee ceased to be be a token coin—* 
there was profit in melting and exporting it. As- 
the price of silver continued to rise, the mainten- 
ance of the old ratio, ISc?. to the rupee, became 
impossible. The rise in the cost of production of 
the rupee compelled the Secretary of State to 
raise the price of rupees. The minimum rate for 
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Imroediate Telegraphic Transfers, which was al- 
xeady Is. ?id., was raised to Is. 6d. on 12th August 
1918, Is. 8d. on 13th May 1919, Is. lOcZ. on 12th 
August 1919, 2s. on 15th September 1919, 2s. 2d. 
on 22nd November 1919, and 2s. on 12th 

December 1919. ... 

A contributory cause of the rise in exchange 
was the strong demand for rupees due to the 
heavy balances of trade in India’s favour. But 
even without the assistance of the favourable 
balances of trade the rise in the price of silver was 
sufficient to destroy our system. If the rise had 
occurred, not during the war but before the war, 
the collapse of the gold exchange system would 
have been as complete as it was during the war. 
It should be recognised that the break-down of 
the gold exchange system was due, not so much to 
war causes, as to the simple fact that the price of 
silver rose above the bullion par of the rupee. 

When the price of silver rises so that the 
intrinsic value of the token coins exceeds the 
face value, the gold exchange system can be 
re-established either by raising the gold par or by 
debasing the token coins. The majority report 
of the Babington Smith Committe, appointed by 
the Secretary of State in May 1919 to consider 
the Indian currency situation, recommended the 
raising of the exchange value of the rupee to 2s. 
(gold). The chief objection to the reduction in 
the weight or fineness of the rupee was that it 
would “ react gravely on the credit of the Go- 
vernment and possibly lead to serious social and 
economic consequences”. The 2s. rate was chosen 
as the Committee believed that if the exchange 
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Talue of the rupee was fixed at a figure lower 
than this the rupee could not be established as a 
token coin. The price of silver throughout 1919 
was high and in February 1920 it reached the 
high water-mark of 89J<5., and it seemed probable 
that for many years to come it would remain at 
a high level. Eecoinage being impossible, a 
stable gold exchange standard could be ensured 
■only by raising exchange, and raising it enough 
to make the rupee safe from the melting pot. 

A considerable rise or fall of exchange has 
an important effect upon a country’s level of 
prices, its trade and industrial development, and 
its finance. The Committee carefully considered 
this aspect of the question. The views of the 
Committee on the effects of a high exchange are 
discussed below in an extract from a monograph 
o.n ''The Currency System most Advantageous 
to India ” which I prepared in 1920. 

Effect of Sigh Exchange on the Levi of Prices 
in l7idia. 

‘‘ As regards the effects of the rise of prices 
the Committee agree with the Government of 
India that the ' increase in the expense of living 
due to the high price of food-grains as also of 
other necessaries, such as cloth, kerosine oil, and 
the hardships which this increase has entailed on 
the poorer classes and those of fixed incomes, 
have been a very important factor in promoting 
unrest and discontent.’ ' These views ’ write 
the Committee, ' are not a matter of theory 
alone. Disturbances have actually arisen in 
various parts of the country from time to time as a 
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result of high prices and the social and econoinic- 
discontent to -which they gave rise is especially 
serious in a country where the mass of the^ 
population is ignorant and uneducated and 
inclined to attribute all calamities to the action 
of the Grovernment. The rise in prices in 
India has now reached a point at which it is 
injurious to the country as a whole, and we 
believe that any measures tending either to reduce 
prices or to check a further increase W’ould be 
beneficial to the mass of the population.’^ 

It is only by discouraging exports from' 
India and encouraging imports into India that 
the rise in exchange can lower prices. A highl 
exchange penalises exports and subsidises imports.! 
•This is the effect of a high exchange upon exports 
and imports considered by itself. The question 
whether the gain of the importer or the loss of ‘ 
the exporter is reduced by the operation of other' 
causes wfill be dealt with later on. Mow tho' 
Indian consumer, who is very poor, and for whose- 
benefit the Government desire to lower prices, is 
not interested in the prices of all articles of 
import a,nd all articles of export. A poor man 
in Indian spends a very large proportion of his: 
income -upon food. That must be so as his 
income is very small. A man earning about 
Es. 15 a month, with a family of five persons tO' 
support, will spend about 9 to 10 rupees on w^heat 
or rice alone. Other items of expenditure will be: 
pulses and vegetables Es. 2 ; salt, spices, and sugar 
annas 8 ; ghee or cooking oil about Es. 2-: 
kerosifie oil annas 4 to 8 ; fire-wood (if not free),, 
about Es. 2. No allo-v^^ance has been made here 

"^.Kepo^t of the Currency Gommittee, ] 920, section 48. 
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for house rent, clothing and foot-wear and ex- 
traordinary expenses. In the villages practically 
ho house rent is paid. Clothing will cost in a 
year about Es. 20, foot-wear 2^ Es. The ex- 
'penditure, as thus estimated, is greater than the 
income, which means that either poor people 
'have debts to pay or they are underfeeding them- 
selves. In any case poor people in India have 
to spend the greater part of their income on 
articles of food. As regards clothing, it would be 
wrong to think that they are the chief consumers 
;of the fine cotton, woollen and silken fabrics 
imported every year. They are mostly 'dad in 
garments of coarse cotton cloth made in India. 
Their footwear is Indian shoes, not the imported 
variety. It is not meant that poor people in 
India never buy any imported articles, but it is 
true that they spend a very considerable propor- 
tion of their income on things that are not 
imported. They, of course, gain if the price of 
kerosine oil and coarse cotton cloth falls, but the 
gain is small. They would gain materially if the 
price of att a (wheat-flour) or rice fell substanti- 
dly. If they spent less on food, they would have 
more to spend on other necessaries. It is the 
rise in the prices of food grains which has hit them 
hardest, not so much the rise in general prices! 
If the rise in exchange lowers the prices of manui 
factured goods imported into India, the uppe:f 
and the middle classes will be the chief gainers| 
not so much the lower classes. The' rise ii| 
exchange will discourage exports from India, but 
■reduction in the prices of all artictes of export, 
excepting food grains and one ot two other 
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articles, will not add much to the material 
happiness of poor people. It is wholly unnecess- 
ary to place an embargo upon all exports in oraer 
to increase the well-being of the poorer' classes. 
What is wanted is cheap food for the masses and 
not cheap- articles of luxury and convenience. 
In view of this fact, it is pertinent to m<l™re 
whether raising the exchange is the only method 
of lowering the price of food, kerosine oil and 
cotton cloth (expenditure on which represents 
about 80 to 90 per cent, of the income of a poor 
man in India). Particularly so far as cheap food» 
is concerned, high exchange is surely not the onlyi 

means of securing ifc. e i ■ 

Generally speaking the method of lowering 
prices by means of export duties is preferable to 
that which restricts exports by raising the ex- 
change, for, in the former case the articles J^hose 
export it is desired to restrict can be selected, the 
amount of the duty chosen, and the length of 
time during which the restriction is to be in force> 
determined at -will. 

'' It is argued that the rise of exchange will 
not injure our export trade, nor retard our^ indus- 
trial development. But if exports will not 
decrease and if imports will not increase, how 
will prices fall ? If the rise in exchange will not 
lower prices, then there is little to be said for it 
from the point of view of the Indian consumer ; 
if prices will fall, then there is no escape from the 
conclusion that the rise in exchange will injur^j 
our export trade and stimulate imports of nianu| 
factured articles of all kinds which may conceivil. 
ably injure our manufacturing industries. Tho\ 
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position that the rise in exchange will lower prices 
and at the same time do no injury to our export 
trade and manufacturing industries seems unten- 
able. If the foreign demand for our exports is 
rigid and inelastic so that the Indian producer 
will be able to shift the burden of the high 
exchange to the foreign consumer, then exports 
will not decrease and prices in the country cannot 
fall. But, as I propose to show, the foreign 
demand for a considerable proportion of our 
exports is not inelastic, and it cannot be expected^ 
that the whole of the tax which the rise in 
exchange places upon our growers and exporters 
of raw produce will be paid by foreigners. 

Effect of High Exchange upon Indians Export Trade. 

The view of the Babington Smith Com- 
mittee is that the rise in exchange will not do 
India’s export trade any permanent injury. They 
point out that India enjoys a monopoly of some 
articles, while in the case of some other articles, 

^ the world demand is insistent despite the high 
range of prices,’ and conclude that ^ exchange is 
only one, and not necessarily the most important 
factor of which account has to be taken. After 
careful consideration of the evidence placed before 
us we have arrived at the conclusion that Indian 
trade is not likely to suffer any permanent injury 
from the fixing of exchange at a high level 

“ The following tables show the export from 
India in the pre-war years, 1909-10 to 1913-14, 
and in 1918-19 of {a) articles of which India enjoys 
a more or less complete monopoly, and (6) articles in 
respect of which she enjoys a modified monopoly 
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(In thousands 


Articles. 

1900-10. 

1910-11, 

A. 

£ 

£ 

'Opium 

6,209 

8,509 

Indigo 

234 

223 

Myrobolams 

400 

465 

Mowa 

311 

207 

Jute, raw 

10,058 

10,326 

Jute, manufactures 

11,397 

11,329 

Teakwodd 

861 

579 

Lac 

1,847 

1,428 

Til 

1,772 

2,135 

Total 

... 

... 

B. 



Jtice 

12,161 

15,487 

Hides and siins .. . 

6,434 

5,996 

Oil seeds 

10,777 

14,716 


101 

156 

Spices 

472 

539 

Total 

••• 

... 

Total exports of Indian 
merchandise ... 

122,997 : 

137,080 
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K 

P 


S)f^ 



I 


of £h 


1911-12. 

1912-13. 

1913-14. 

Average. 

1918-19- 

£ 

8,726 

250 

383 

392 

15,087 

10,672 

487 

1,342 

1,350 

£ 

7,481 

146 

414 

142 

18,033 

15,247 

634 

1,408 

1,215 

£ 

2,280 

141 

379 

363 

20,550 

18,848 

524 

1,310 

1,796 

£ 

6,641 

199 

438 

283 

14,800 

13,499 

517 

1,467 

1,653 

£ 

2,080 

832 

328 

Nil 

8,480 

35,101 

399 

1,965 

47 

• • • 

... 


39,497 

49,232 

' 19,346 
6,295 
' 16,830 
100 
619 

21,703 

7,819 

13,665 

124 

621 

17,737 

7,790 

14,842 

138 

609 

17,287 

6,867 

14,166 

128 

572 

15,450 

6,228 

4,429 

224 

728 

••• 

... 

... 

39,020 

27,059 

147,879 

160,899 

162,800 

1 ' ' , 

146,331 

159,538 
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The proportion of exports of Classes A ancJ 
B to the total exports of Indian produce was as 
follows : — 


1909-10 to 
1913-14, 
(average), 
per cent. 

A 27 

B 27 


1918-19 


per cent, 
31 
17 


Total 54 48 

It will be noticed that the exports of jute 
manufactures amounted to about £ 19,000,000' 
in 1913-14 and £ 35,000,000 in 1918-19- It may 
be doubted whether the world’s normal demand 
for jute manufactures, and even raw jute is, in- 
elastic ; the world markets for rice and hides and 
skins are certainly elastic. But even if we 
assume that the foreign demand for articles of 
which we enjoy a complete or a modified mono* 
poly is absolutely rigid and inelastic, then, as 
shown by the figures of our export trade, there is 
about 50% of our trade which may suffer on 
account of the rise in exchange. We do not 
enjoy a monopoly of every thing and it is true 
* with regard to the greater portion of our exports 
that they compete successfully in foreign markets 
by reason of their cheapness rather than of their 
quality or kind,’^ from which it follows that the 
rise in exchange may do permanent injury to our 
export trade. The burden of a rising exchange 
is shifted to the consumer when the producers 

^ Ooveinment of India's Despatch on Pieferential Trade, 
1903, 


n 
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in the exporting country are in a position to 
control prices. It has been shown that such 
control of prices is possible, taking the most 
optimistic view of things, in respect ef about 
half of our export trade. The conclusion there-] 
fore cannot be resisted that about half of our I 
export trade may suffer on account of the rise^ 
in exchange. "" 

The possibility of injury to our export 
trade is a most serious fact. I3idiaaa.,a 
country. That is why it . is important tha 
balance of , trade should be in her favou?:. ^ The- 
national solvency of India’, wrote the Government 
of India in 1903, ‘ depends upon the preservation 
of an excess* of exports over imports equal to the 
amount of the Home Charges, that is upon 
maintaining a favourable balance of trade. It is 
therefore a vital object with us to stimulate our 
exports by every means in our power, to seek 
new markets and develop old ones, and to remove 
all obstacles w^hich stand in the way of growing 
external trade.’ 

The currency policy recommended by the 
Babington Smith Committee places obstacles in 
the way of the export trade. So far from 
stimulating our exports by every means in their 
power the Government have adopted a course 
which will seriously hamper the export trade. 
If the rise in exchange causes exports to dwindle-, 
the maintenance of the gold exchange system 
will become impossible. 

The fact that the tax imposed upon 
native producers by the rise in exchange is not 
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■always paid by the foreign consumer is shown 
by the effect that the raising of the Straits 
dollar to 28d. had upon the export trade of the 
Straits Settlements. The tin merchant was able 
to raise the price of tin, as the market for tin 
was strong. ‘ The same was true to a lesser 
extent of tapioca. On the other hand, pepper 
and gambier, two important items in the Straits 
Settlements’ export trade, had weak markets 
during the period of the appreciation of the 
•dollar, and this fact accompanied by a strong 
•competitmn among the producers of these articles 
resulted in declining dollar prices and the impos- 
ing of the burden of the rise in exchange upon 
the exporter and the producer.* During the 
period of appreciation business in ‘the Straits 
Settlements generally, excluding speculative tran- 
sactions, was ‘l^d.’ The Singapore correspondent 
1 Times wrote in his letter of Decem- 
ber 1905 : ‘ Not for fifteen years has this Colony 

experienced such bad times and even now signs of 
revival are by no means hopeful.t 

yill be said that the depressing 
•effect of a rise m exchange upon trade is transi- 

an adjustment takes place. 
Which leaves the producer no worse off than 

consider the process of adjust- 
ment. The nse in exchange will reduce the 
profits of Indian producers, unless they are able 
to control the prices of the commodities which 
' Produc e. In order to lower their costs of 

t S” p. 4§2. 
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production they will be forced to reduce wages*. 
When competition among producers is weak and 
the demand for a given commodity is strongs . 
the burden of the rise in exchange, as we have 
seen, is shifted to the foreign consumer. ‘Where 
the supply of labour employed in the production 
of the commodity is excessive and the wage- 
earners are not organised, the burden may be 
shifted to the labourer. Where, on the other 
hand, the foreign market is weak and the labour 
supply limited or thoroughly organised, the 
burdem may be shifted to the producer or the 
exporting merchants’.^* In order to determine 
who will bear the burden of the rise in exchange, 
in the case of commodities for which the foreign 
market is weak, we have to inquire whether the 
agricultural labourer in India is in a position to 
resist a fall in wages. 

“ Conditions of labour supply in different 
parts of India are not uniform, but it is generally 
true that in no part of the country have agricul- 
tural wages risen to the same extent as general 
prices. As has been explained above, the rise 
in the price of agricultural produce has enriched 
the large farmer, but the agricultural labourer 
has not shared- in his prosperity. Our agricul- 
tural labourers are uneducated and ignorant ; 
they are also unorganized . It is therefore not 
surprising that agricultural wages have risen far 
less rapidly than prices. The rise in exchange- 
will not only check the upward movement of 
wages but may cause them to fall. The effect 

Ibidp. 430 . * 
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of the rise in exchange in stimulating imports 
and checking exports, according to the Babington 
Smith Committee, will no longer be operative 
when wages and other elements of cost have 
adapted themselves to the new level of exchange. 
The Committee clearly expect wages to fall. 
But they do not realise what that means to 
41 millions of very poor people. The fall in 
wages would not matter much if agiiculturai 
wages had risen to the same extent as prices. 
But facts show that they have not. And before 
the process of adjustment in one direction is 
complete, deliberately to start another in the 
opposite direction can only mean starvation for 
the agricultural labourer. 

Gains hy Exchange- 

“ Just as a falling exchange increases the 
burden of the Home Charges, a rising exchange 
reduces the burden. ‘ When the exchange value 
• of the rupee was Is. U., the rupee equivalent of 
the Home Charges, on the basis of & 25,000,000 
a year, was 37i crores, while if the necessary sum 
were remitted" at an exchange of 2s. the cost 
would be 25 crores only, a saving of 12i crores ’ 
.(Section 53). And if the necesssary sum were 
remitted at an exchange of 3s. the cost would 
be 16 crores only, a saving of about 21 crores. 

What a wind-fall,’ you exclaim. The loss due 
to the sale of Eeverse bills, and the revaluation 
in the rupees of the sterling investments and the 
gold in the Paper Currency Eeserve having been 
.deducted, the surplus may be employed _ in fur- 
thering the development of India or in . the 
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reduction of taxation. * This is an incidental 
advantage in fixing a high rate of exchange 
which must be taken into consideration.’ But 
is it not necessary to inquire at whose cost this 
advantage is obtained ? If the rise in exchange 
places surplus revenues at the disposal of the 
Government without doing any harm to any one, 
why not increase the surplus by raising the 
exchange to 2s- Qd, or 3s.? As a matter of fact 
the gains by exchange are purely illusory. They 
are obtained at the cost of some one, and this 
some one, in the first instance, is the Indian 
producer. No elaborate analytic reasoning isf 
needed to show that if the Government are ablel 
to sell their rupees dear, some one, that is thef 
India producer, sells his sterling cheap.” I 

Indian press comment on the recommendations 
of the majority report of the Babington Smith 
Committee was unfavourable. The effect of a 
high exchange in stimulating imports was one of 
the chief grounds of objection to raising the ex- 
change value of the rupee. A great revival of 
Indian industries took place during the war, of 
which Mr. Ainscough, British Trade Commis- 
sioner in India and Ceylon, gives an admirable 
account in his Beport on the Conditions and 
Bf aspects of British Trade in India at the close 
of the War- The war brought into existence 
many new industries and proved a blessing in 
disguise to old industries. In the cotton industry 
for example, Indian mill competition both in 
spinning and weaving is becoming more serious. 

In all branches of the trade,” says Mr. 
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Ainscough, “ greater vigilance and improved 
distributing organisation will be necessary and 
our makers and shippers will have to fight for 
the business in a way they have never been 
obliged to do before.”* In so far as a high ex- 
change encourages imports, it favours the British 
manufacturer at the expense of his Indian rival. 
“High exchange”, says Mr. Ainscough, “ places the* 
British manufacturer in a more favourable con- 
dition vis-a-vis his competitor in India. On the 
whole, therefore, his material interests would 
appear to be best served by the fixation of ex- 
change at as high a rate as may be possible 
under the circumstances.”t 

The report of the Indian Currency Committee 
was, however, well-received by the British press, 
as may be judged from the following extract from, 
an article on “ Trade and the new Eupee basis ” 
Times Trade Su^iplement of Hebruary 7,. 

“ Apart from the possibilities of interna- 
tional action, the hope of arresting sterling de- 
preciation lies in increasing production in the 
United Kingdom, with consequent large shipments 
abroad, so that our former position as a creditor- 
country may be ultimately restored. The- 
immediate effect of the new sterling rate of rupee- 
exchange should be that of stimulating our 
exports to Indiaj while restricting our purchases 
therefrom. The report of the Committee re-- 
ferred to in detail elsewhere naturally avoids. 
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laying great stress on the point, but it is one 
which appeals to our manufacturers, as is shown 
by the favourable opinions with which the re- 
commendations have been received in the indus- 
trial North.” 

Government accepted the recommendations 
of the majority report of the Babington Smith 
Committee. The attempt, however, to maintain ' 
exchange at 2s. (gold) did not succeed, as is shown 
by the table of exchange rates given at the end of ' 
the chapter. 

The history of our exchange during 1920 
may be divided into three periods : — 

(a) From the adoption of the report of the 

Babington Smith Committee in February to June 
24th when Government lowered the rats to 
Is. for Telegraphic Transfers and Is. 

for Deferreds. 

(b) From June 24th to September 1915 
when Government withdrew the sale of Eeverse 
bills. 

(c) The period of uncontrolled or free ex- 
change since September 28th- 

(a) The adoption of the report of the Babing- 
ton Smith Committee raised the rate of exchange 
from 2s. 4d. to 2s. lO^d. In order to maintain 
the 2s. (gold) rate, it was decided to fix the rates 
for Eeverse Councils in accordance with the ratio 
of Es. 10 to the sovereign, making allowance for 
the depreciation of sterling on the basis of the 
latest rate for the dollar sterling exchange. 
Immediate Telegraphic Transfers were sold on 
.5th February at 2.s. at the following sals 
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the rate was raised to 2s. As the Govern-^ 

ment rate was higher than the market rate the 
amounts offered at these and subsequent sales were 
largely over-subscribed. The Comptroller of 
Currency in his report for 1919-20 says : — 

When at the commencement of February 
the rate for Reverse Councils went to 2s. 8f Ic?. the 
market rate for Telegraphic Transfers on London 
was quoted at 2s. 7fc?. At these rates an over- 
whelming demand for sterling remittance arose 
and the Reverse Councils sold were insufficient to 
bridge the gap between the demand for sterling 
remittance and the demand for remittance to India. 
The necessary effect of the large excess of funds 
seeking remittance abroad was to depress the 
market rate of exchange, and the divergence 
between this rate and the rate at which sterling 
drafts v\^ 0 re sold gradually increased until in 
March it was as much as 3icZ.” 

On February 19th, £2,000,000 was offered at 
a difference of about 3cL over the market rate; the 
ap]Dlications were for no less than £122,333,000. 
In March the difference between the Bank rate 
for Telegraphic Transfers and the official rate 
was about l{d, and applications fell off to- 
£56,295,000. The difference fell to about one 
penny in April, but by the middle of May it had 
increased to and applications were again 

received for more than £122,000,000. At the sale 
on 15th June, for a third time, while £1,000,000 
was offered, tenders were received for upwards 
of £122,000,000, the difference betvvmen the Gov- 
ernment rate and market rate being, more than 
Id. ■■ •' ■ ^ ^ y .. 
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Having regard to the fall in the market rate 
for sterling, Government, as stated above, lowered 
the rates to Is. 11^1^?. for Telegraphic Transfers, 
and Is. llf-gcL for Deferreds, on June 24th. 
They frankly abandoned the attempt to maintain 
exchange at 2s. (gold), considering it hopeless. 
According to the Currency Committee the rate 
for Immediate Telegraphic Transfers on London 
■was to be based on the sterling equivalent of 
11*33,016 grains of fine gold as measured by the 
prevailing dollar-sterling exchange. That eqi- 
valent was 2s. 5cZ. per rupee, while the new 
Government rate was Is. 

(6) The weekly offer of sterling drafts on 
London continued till the end of September, 
when the Government withdrew the offer, not 
without reserving to themselves the right of 
resuming these sales should circumstances in their 
opinion at any time subsequently render resump- 
tion expedient ”. 

Thus ended the heroic attempt of the Gov- 
ernment to stabilize exchange in accordance 
with the recommendations of the Babington Smith 
Committee. 

From January te September 1920 Eeverse 
bills to an amount of £55,000,000 were sold, 
which figure constitutes a record in the annals of 
our finance. The bills were sold a.t rates which 
very often were “ absurdly cheap compared with 
the market value ” (The Times, London). ‘‘ The 
favoured allotments of the bills ”, in the words 
of the Indian trade correspondent of the Man- 
chester Guardian Commercial, became a very 
grave scandal 
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(c) The history of onr exchange since 
September 28th, 1920, is told in a few words. 
Exchange fell rapidly in October (1920). The 
situation was tersely sufnmarised by a Calcutta 
merchant who, when questioned by a correspon- 
dent of an English financial paper, said that 
there was no exchange. To support exhange 
Government raised the embargo on the export 
of wheat from October 1920 till March 1921. 
A total export of 400,000 tons was allowed. 
There was in 1919-20, as. compared with 1918-19, 
an increase of 26 per cent, in the area under 
wheat, and of no less ^lan .54 per cent, in the 
yield, which was estimated at 10,092,000 tons. 
The wheat exports, however, did not exercise 
any perceptible influenqe on exchange. On 28th 
December, 1920, the rate for Telegraphic Trans- 
fers was Is. 5d. per rupee, and it continued to 
fall until on March 9, .1921, only 15d. could 
be purchased with a rupee. Then it rose a little, 
but throughout the remaining eight months, till 
the end of the year, it remained a little below 
Is. id. sterling (about 13d gold). 



While the sale of Eeserve bills in 1920 on 
an unprecedented scale did very little to stabilize 
exchange at 2s. (gold), it stimulated very con- 
siderably imports into India. This is shown by 
the following table : — 
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Value of trade in private merchandise according 
to four mam classes. 

In thousands of rupee s, 

Exports. 

1919-20 1920-21 

Indian Merchandise — 

I. — ^Pood, drink and 

tobacco ... 42,22,83 43,67,44 

II. — Eaw materials and 
produce and articles 
mainly unmanu- 
factured ... 1,59,83,16 1,03,42,57 

III. — Articles wholly or 

mainly manufac- 
tured ... 1,03,24,60 86,91,11 

IV. — Miscellaneous and 

unclassified ... 3,70,92 4,29,22 

Total ... 3,09,01,51 2,38,30,34 
Foreign goods (re-exports) 17,77,80 18,04,35 

Total private merchandise 3,26,79,31 2,56,34,69 
Imports. 

1. — ^Food, drink and to- 
bacco ... 41,12,88 35,97,14 

II. — Baw materials and 
produce and arti- 
cles mainly un- 
manufactured ... 17,37,08 17,10,55 

III. — Articles wholly or 
mainly manufac- 
tured ... 1,45,35,07 2,74,97,60 

lY. — ^Miscellaneous and 

unclassified ... 4,12,21 7,54,97 

Total ... ^^7,24 3,35,60,26 
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The principal imports of articles wholly or 
mainly manufactured were as follows : — 


hi thousands of rupees. 


Yarns and textile fabrics — 

1919-20 

1920-21 

Cotton 

59,07,93 1,02,12,00 

Silk 

Wool 

Haberdashery and 

5,92,43 

5,59,31 

millinery 

96,85 

3,01,89 

Others 

Metals — iron and steel and 

1,59,58 

5,53,00 

manufactures thereof ... 
Machinery of all kinds, inc- 
luding belting for machi- 

16,28,73 

31,23,58 

nary 

Cutlery, hardware, imple- 
ments (except machine 

9,58,32 

24,08,56 

tools) and instruments ... 
Metals, other than iron and 
steel and manufactures 

71,74 

16,15,73 

thereof 

Bailway plant and rolling 

6,39,94 

9,34,55 

stock 

Carriages and carts, includ- 

4,58,73 

14,13,05 

ing cycles and motor cars 
Chemicals, drugs and medi- 

4,53,62 

18,08,08 

cines 

3,73,81 

5,16,47 

Byes and colours 

Paper, pasteboard and sta- 

3,23,48 

5,72,42 

tionery 

3,12,71 

9,12.49 

Glassw^are and earthenware 

2,74,47 

4,77,67 
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Apparel 

Hides and skins, tanned or 

1,96,61 

4,32,12 

1 

dressed, and leather 
Furniture, cabinetware and 

53,7.1 

1,28,62 

I 

manufactures of wood ... 
Arms, ammunition, and 

45,94 

96,65 


military stores 

37,11 

63,96 

Hi 

Miscellaneous 

11,54,39 

16.12,29 

f 

Total 

1,45,35,07 2,74,97,60 

T 


It will be seen that while in 1919-20 India’s 
net exports were of the value of Es. 118 crores, ||,!: 
in 1920-21 the excess of imports over exports 
•amounted to 79 crores. The fears of those who 
thought that the rise in exchange would unduly |j\V 

stimulate imports and discourage exports, it Ipj; 
•appears, were well-founded. . 

The entirely unexpected fall in exchange te 

involved our importers in serious losses and many 
of them refused to meet their obligations. What Ife 
a fall in exchange means to importers may be • 

shown by an example. At 2s. 4d. goods of the 
value of £10,000 are worth Es. 85,000. When h 

the exchange falls to Is. 5(7., Es. 1,41,000 must be * 
paid to take delivery of the same goods, — a loss || 

of Es. 58,000. It is no wonder that many im- |i| 

porters tried to back out of their contracts. ■{■■■' 

Faced with bankruptcy, they cancelled the 
purchases they had made. But that does not 
suit the foreign seller. His views on the can- li; 

oellation of orders were well expressed by a ih 
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correspondent of the Manchester Guardian Com- 
mercial. When the buyer w^as purchasing in 
an advancing market and goods were leaving 
English ports at a certain value and reaching 
port of destination at greatly enhanced values, 
he (the importer) surely took full advantage ^ ^ 

when selling, thus building up a nice reserve to ' “• 

meet declining markets. At such times the ^ 

English exporter did not play down on his buyer 
by refusing to ship because he could have got 
higher prices somewhere else ; he stood by his 
contract, and now is the time for the overseas 
buyer to reciprocate by standing fully and 
honourably by his commitments. The African, 
the Eastern and European traders, who seem to 
be the chief offenders, ought to realise that the 
English exporter must strenuously resist the 
cancellations.” 

The action of our importers in refusing to 
meet their obligations cannot be defended, but 
it must be pointed out that in many cases such 
refusal was due to real inability to pay, and not, 
as has been alleged, to lack of commercial 
morality. Again, in the passage just quoted, not 
merely Eastern, but African and European 
traders are also mentioned. The suggestion that 
businessmen in India and other Eastern countries, 

Africa and Europe are all lacking in commeicial 
morality cannot be taken seriously. And so 
far as our importers are concerned, it should be 
remembered that Government did accept the ‘ 

recommendations of the Babington Smith 
Committee, and it did attempt to stabilise ; 

exchange, as we have seen, first at 2s. gold, and 
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then at 2s, sterling. In these circumstances it 
was natural for people to think that exchange 
would not fall below 2s, sterling, and when ex- 
change fell below that rate they thought Govern- 
ment was to blame for it. The following is the 
text of the Eesolution passed by the Indian piece 
goods Merchants’ Association of Bombay re- 
garding payment for imported piece goods : — 

In view of the Government officers’ frequent 
assurances as to the rates of exchange, and the 
passing of the law in the Supreme Legislative 
Council fixing the rate at 2s. per rupee, and also 
that the rate of guineas has been fixed at Es. 10 
each from a certain date, and in view^ of the 
extraordinary, low rate thereof at present ruling, 
and the consequent enormous loss the importing 
merchants are pub to, it is hereby resolved that 
the payment of piece goods that may have already 
arrived be postponed till the exchange rate 
reaches 2s. per rupee, but payment be made to 
those firms and banks who allow that rate.” 

It cannot be denied that the action taken by 
the Government in regard to exchange in 1920 
misled the people. Government can certainly claim 
that it is not responsible for the fall in ex- 
change, But it acted with undue haste : ife 
proceeded to stabilize exchange at a time when 
everything else was unstable. The inevitable 
result of Government’s currency poliey was the 
reduction of exports, the great stimulation of 
imports and broken contracts. 

Things are improving slowly and, as th^ 
monthly returns of our sea-borne trade show,, 
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the balance of trade has again turned in our 
favour.* But the causes which produced an 
unfavouroble balance of trade in 1920-21 are 
still at work, and we are not yet out of the wood. 
The economic . condition of the more important 
European countries is still far from satisfactory. 
The foreign demand for our products has a great 
deal to do with our exchange, and so long as the 
buying power of European countries does not 
increase, the rupee exchange will remain ^ low. 
Europe is in a bad way, to put it very mildly. 
The economic collapse of Eussia, though it does 
not affect us directly, is a fact of great import- 
ance to the countries of Central Europe, who are 
our important custo mers. A g rave politica l an d 

* .(ndia’s Balance of Trade durin([ 4: monihs, 

April to July 1920, 1921 and 1922. 

{Lakhs of Bs.) 

(Excluding Govern-^ 1920 1921 j 1922 

ment stores). 

Exports of Indian 9,324 6,742 9,046 

Merchandise. 

Ee-exports of foreign 7,13 . 4,36 4,31 

Merchandise. 

Total exports ... 100,37 71,78 94,77 

Imports of Foregin 99,68 83,79 67,78 

, Merchandise. 

Balance of Trade in +69 — 12,01 +26,99 

IV/r 1 a A 
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economic crisis seems to be developing in 
G-ermany and the mark is falling rapidly (Angnst 
1922)* The fall of the mark has a direct effect 
upon the rupee exchange. Before the war Ger- 
man}?' "was an important buyer of our raw produce 
and food stuffs, and since the conclusion of peace 
she has reappeared in our markets both as a 
buyer and a seller. But the heavy fall in the 
value of the mark makes it impossible for her to 
buy Indian produce — it must, to that extent, 
diminish our exports. Every reduction of exports 
tends to raise the price of foreign bills, or to 
depress the exchange value of the rupee. 

The fall in the rupee has been accompanied 
by a fall in the price of silver, and there seems to 
be some connection between the two movements. 
The year 1920 will rank as one of the most 
eventful years in the history of silver and of the 
rupee. As we have seen, it saw the rise of the rupee 
to the highest level ever recorded during the last 
75 years, and an equally sensational fall. The 
price of silver also varied between very wnde 
limits in 1920, 89k?- in the February and 42d. 
in December. The price of silver exercised an 
important influence, not only on the rupee but 
on the currencies of other Eastern countries. For 
example, the highest quotation for the Hongkong 
dollar in London in February 1920, was 6s. 2d. and 
the lowest in December, 2s. lid.; similarly for the 
Shanghai tael, the highest quotation in 1920 was 
9s. 3d. and the lowest 3s, lO^d. The rise in the 
price of silver, it seems, re-established the con^ 
nection between the exchange value and the 
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bullion value of our rupee which existed before 
1893, and when the price of silver fell, the ex- 
change value of the rupee fell with it. The fall 
in siver is attributed to the cessation of the 
Chinese demand, the absence of purchases by the 
Indian Government and the absence of buying 
by the European mints. It should also be 
remembered that during 1920 France and her 
partners in the Latin Monetary Union melted 
down and sold practically the whole of their silver 
currency. A certain section of the British press 
holds France responsible for breaking the Eastern 
exchanges. On December 22, 1921, the cash 
price of silver in London was 35 id. per standard 
ounce ; the Hogkong dollar dollar stood at 2s. 7d« 
the Shanghai tael, at 3s. 7d. and the rupee at 
Is. 3fd. 

■5f * -Sf * 

Since the publication of the report of the 
Babington Smith Committee economic conditions 
in India and other countries have very much 
changed. While discussing the effect of the 2s. 
rate on Indian trade the Committee said: — 

Indian trade is at present prosperous, and 
India is in a favourable position for maintaining 
this prosperity. The world shortage of raw 
materials and food stuffs is likely to ensure a 
continuing demand for Indian proudce during 
the period necessary for complete adjustment, 
while the great rise in the level of prices in 
countries importing from India should generally 
enable the Indian producer to obtain a satisfac- 
tory rupee price for his commodities- in spite of 
the high exchange/* 
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Foreign, prices, however, have fallen rapidly 
during the last two years. This is shown by the 
table of international prices given at the end 
of the chapter. As compared with January 1921> 
prices in May, 1922, were, substantially lower 
in all countries, with the exception of Germany; 
in India they remained practically stationary. 
The fall of prices in the United Kingdom, 
the United States, Denmark, Holland and 
France has been checked to some extent, but 
present prices are still very much lower than the 
prices in 1921 and, on the whole, the 
tendency of prices is in the downward direction. 
The rise of prices in Germany is of very little 
significance, for it is offset by the low value of 
the mark. The Babington Smith Commiitee 
thought that prices, perhaps, would ‘‘ remain 
at a high level for a considerable time, 
and that any return to lower level will be 
gradual.” But they recognised that in the event 
of a rapid fall in world prices, which might 
render it difficult for costs of production in India 
to adjust themselves to the lower level of prices, 
it would be necessary to consider the problem 
afresh, and take the measures which might be 
required by the altered circumstances,” 

There has also occurred an entirely unexpect- 
ted fall in the price of silver. The rupee has 
again beeome a token coin, as it was before the 
war, but the question which has to be considered 
is, whether in view of the fall in silver, the rupee 
and the sovereign can circulate concurrently at 
the rate of Es. 10 to the sovereign. The currency 
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Committee recommended the opening of gold 
mints in India so that '' gold currency may be 
available when required.” One of their argu- 
ments in favour of fixing the exchange value of 
the rupee in terms of gold as distinguished from 
sterling was : If the relation of the rupee to 
sterling is fixed while sterling varies in relation 
to gold, it is evident that the relation of the rupee 
to the gold will vary. But if (as we think 
essential) the rupee and the sovereign are both 
to remain unlimited legal tender in India, and 
to be available for circulation, it is necessary that 
the relation of the rupee to the sovereign should 
be fixed, since two coins cannot remain in cir- 
culation as unlimited legal tender and at the 
same time stand in a variable relation to one 
another.” (Section 57). The sovereign has been 
declared legal tender at the new rate for internal 
circulation. By the Gold Ordinance of 1920, the 
sovereign and the half sovereign ceased to be 
legal tender at the old rate on June 21st, 
1920, though they ware received by Government 
at the rate of Es. 15 during a moratorium of 21 
days up to July 21. It is curious that on the 
same day Government low’ered the rate for 
Eeverse Councils to Is. for Telegraphic 

Transfers, that is, in spite of their inability to 
raise the external value of the rupee to one-tenth 
of a sovereign, they raised its internal value. 
People, thinking that the market value of gold 
was going to fall heavily, rushed to Government 
treasuries in order to exchange their sovereigns 
for ' 15 rupees. 'What these people would be 
thinking now when the price of a sovereign in 
the bazaar is Es. 18 can be easily Imagmed. 
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So long as the intrinsic value of a sovereign 
is higher than its legal value, the sovereign will 
not be used as currency. In fact, if the object of 
Government in changing the ratio of the rupee 
to the sovereign was to drive gold coins out of 
hoards, and most of them into Government 
treasuries, that object has been achieved. 

‘ Is there any possibility of rupees and 

sovereigns being used concurrently as legal tender 
at the new ratio ? 

The relation of the rupee to the sovereign 
must depend in some measure on the relation of 
the market price of silver to that of gold- It is 
I absolutely impossible for a Government to give 

; any value it pleases to a gold or silver coin. In 

other words, the law which has made the sovere- 
ign a legal tender at Es. 10 will remain a dead 
letter unless the market value of gold in terms 
T of silver falls enough to reduce the market value 

of a sovereign to about Es. 10. 

^ Is there any likelihood of such a fall in the 

near or remote future ? 

The answer is, there is none. The price of 
gold cannot fall unless the demand for it de- 
creases, or the supply increases. The world 
! demand for gold is constantly rising, but the 

/ output is receding. Gold production increased 

steadily from 1893, when its value was ^£32.4 
millions to 1915, when it reached the high-water 
mark of £ 96.4 millions. Since then it has steadily 
dedined, as is shown by the following figures 
In milliojis sterling. 

1915 96-4 1918 79-0 

1916 93-5 1919 75-2 

I 1917 86*3 1920 70*0 
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Expert opinion,” says Professor Gustav 
Cassel in his second Memorandum,” regards it 
as probable that a rise in production will take 
place up to something like 73 millions, perhaps 
80 millions, but hardly more. We have there- 
fore to reckon with the fact that the world's 
production of gold has become, definitely, in- 
sufficient for the rate of economic progress which 
we used to regard as normal before the war.” 

As regards silver, there is no immediate 
prospect of any rise in its price. As recent 
experience has shown, the rise in price during the 
war was not due to causes of a permanent nature, 
and the sensational rise in February, 1920, was 
the result of a sudden and unforeseen increase in 
the Chinese demand. The silver experts whom the 
Babington Smith Committee consulted were 
indeed of opinion that in the immediate future 
silver supplies would show no substantial increase, 
but they expected the rise in the price of silver 
to stimulate silver mining, and considered it 
possible that eventually silver production should 
begin to show a marked advance. 

We thus find that there are good reasons 
for thinking that the world’s silver output will 
probably increase in future, and that the wmrld’s 
gold output will decrease. In these circumstances 
the price of gold with reference to silver must 
rise, and it is perfectly ridiculous to fix the legal 
value of the sovereign at 10 rupees. We may 
conclude that, both in view of the heavy fall in 
world prices and the fall in the price of silver, 
the 2s. rupee is impracticable. 
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POEEIGN EXCHANGES. 


London 

on 

Method of 
quoting. 

Par. 

July 14, 
1922. 

Paris 

francs to £ 

25‘22i 

54-30 

Berlin 

marks to £ 

20-48 

2070 

Brussels 

francs to £ 

25-22 i 

57-20 

Italy 

lira to £ 

26-22^ 

89-25 

Amsterdam ... 

florins to £ 

12-107 

11-444 

Greece 

drachmae to £ 

25-224 

160 

Switzerland ... 

francs to £ 

25-224 

23-15 

Spain 

pesetas to £ 

25-22i 

28-52. 

Lisben 

d. to escuds 

53i 

n 

Christiana ... 

kroner to £ 

18-159 

26-87 

Stockholm ... 

n 

18-159 

17-11 

Copenhagen ... 


18-159 

20-67 

Helsingfors ... 

marks to £ 

25-224 

214 

Vienna 

krone to £ 

24-02 

120,001 

"Warsaw 

marks to £ 

20-43 

25,000 

Prague 

krone to £ 

24-02 

197 

Bucharest 

lei to £ 

25-224 

750 

Budapest 

krone to £ 

24-02 

6,500> 

Sofia 

leva to £ 

25-224 

685 

Belgrade 

dinars to £ 

25-224 

370 

Constantinople 

piastres to £ 

111 

735 

Alexandria 


974 

974 

New York 

dollars to £ 

4-86 

4-444 

Montreal 

if 

4-86 

4-49 

Calcutta 

d. to rupee 

24* 

151 

Bombay 

9 9 

24* 

151 

Madras 

99 

24* 

15| 

Hong Kong ... 

d. to dollar 

23-8lt 

304 

Shanghai ... 

, d. to tael 

32-5t 

424 

Yokohama ... 

d- to yen 

24-58 

251 

Singapore ... 

d. to dollar 

28 

28 


*i’ixed at iis. iO to the soverign, September b, 19.&0. 


Qoj-3 i}a]m K)|t- oolcn ot^ot cc|;rt ' bSH 
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international WHOLESALE PRICES EXPRESSED 






United King- 
dom. 

United States. 

Brad street’s. 

Canada, 

Japan. 

France. 

1913 


100 

100*0 

lOO'O 

100*0 

lOD-Q 

1920 


295 

197*2 

246*2 

257*9 

509 ‘3 

1921 


182 

122-3 

181*6 

200*5 

344 9 

1921 

January 


232*0 

134-3 

207*6 

201*1 

406*5 

February 

\ •• 

215-3 

128*8 

199*3 

195*1 

377-4 

March 


208*5 

123*5 

394*2 

191-0 

359*9 

April 

May 

• •• 

199*8 

117 5 

187-2 

189-9 

347-0 


190*8 

115-3 

182*5 

190‘9 

329 '4 

June 


183*3 

116-5 

179-1 

192*1 

324*9 

July 

• • • 

186*1 

120’0 

176-1 

196 5 

330-1 

August 

• •• 

181-5 

120-3 

174-5 

199*3 

331 3 

September 


175-8 

121-5 

171-7 

206*9 

344 -C 

Octcber 


162*8 

123*2 

169*2 

219*2 

331-3 

November 


160-8 

122-8 

167-7 

214*3 

331-8 

December 

• • • 

157-2 

123-5 

170-3 

209*5 

325-7 

1922 

January 


155-9 

124-0 

168-0 

206*1 

313-8 

February 


155-5 

126-0 

169-4 

203*9 

306-4 

March 


156-8 

125-2 

166-5 

?Q0'8 

307'5a 

April 


158-6 

127-1 

166-1 

197*7 

313-7 

Ma 5 


159 4 

129-2 

167-0 

194*4 

316-8 

Juii e 


159-5 

... 

165-5 

••• 

325-0 


a Provi 

h Average for 12 months 
c Year-end 
c? Average for six months 
e Jnly 1, 1912 -. 
fl9i4» 


,v ~ - --T ^ 




AS PEECENTAGES OE 1918 (Statist) 



sional. 

ending June 1914. 
Index-Number, 
ending June 19i4. 
JunelO, 1914. 
100 - 
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INPIAN EXCHANGE. 

Bate far Telegraphic Transfers at Calcutta 
in Pence per rxipee. 

1920. 


January. 

s,d. 

2 ... 2— 4i 

9 ... 2-4^^ 

16 ... 2— 4/« 

2:? ... 2-4^^, 

J30 ... 2—4 

March. 

5 ... 2— 7i 

12- ... 2— 5f 

19 ... 2 — li 

26 ... 2— 4| 

31 ... 2— 4tV 

May. 

7 ... 2— 1| 

14 ... 2— U 

21 ... 2— If 

28 ... 2— li 

July. 

2 ... 1 -— 9|^- 

9 ... 1 — lOj-'l- 

16 ... 1—101 

23 ... 1—10 ft 

30 ... 1— IIV^ 


February. 




s. 

6 

... 

2— 8i ■ 

13 


2— 9t 

20 

m m m 

2— 8| 

27 

April. 

2— 7i: 

9 

... 

hw 

CO 

1 

16 

... 

2—31 

23 


2— 3S 

30 

June. 

2-3|t 

4 


2— li 

11 

... 

2-Oi 

18 


1-101 

25 

... 



August. 

6 

13 

... 

1-ioi 
1— loi 

20’ 

' ' «'•'« 

1— lO-iV 

27 

• •• 

i-ioiJ 
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September. 

s* 


October. 

s. d. 

3 

... 1— iOtV 

1 

... 1-9M- 

10 

• • ... 1—10^ 

8 

... 1—8 

17 

... 1— lOf 

15 

- ... 1-711 

.24 

... 1— lOi 

22 

... 1— 7f 


November. 

29 

• ... 1-7-1% 

December. 

5 

... 1—81 

3 

... 1—6 

12 

... 1—8-1 

10 

... 1—41 

19 

... 1-7| 

17 

- ... l-5i% 

26 

• ... i_6| 

23 

... 1-5^2 


1921. 

January. 

s. d. 

31 

■ ... 1— 5i 

February. 

s. d. 

6 

. ... 1—51 

2 

... 1— 4| 

12 

... 1—51 

9 

... l-4i% 

19 

... 1—51 

16 

... 1-4^ 

26 

... 1— 5i 

March. 

23 

; ... 1— 3i 

April. 

2 

... 1—31 

6 

... X 

9 

... 1-3 

12 

... 1-3H 

16 

... 1- -3i 

20 

1-m 

22 

... 1—3^ 

27 

1—81 

30 

... 1— 3f 

■ Hay. 


June. 

4 

L 1— 3| 

1 

1 3-5% 

11 

... ... i-s-A- 

7 

... 1 31 

18 

1-3-/6 

14 

... 1 3|^, 

25 

... 

22 

1 3i| 



29 

... 1 3i,^ 
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July. 

d, 


s. 

6 

... 1 

3* 

13 

... 1 

3 t% 

20 

... 1 

31% 

27 

... 1 

3| 


September. 


7 

... 1 


12 

... 1 

4it 

21 

... 1 

Hk 

28 

... 1 

H 

November. 


2 

... 1 


8 

... 1 

H 

16 

... 1 

4/^ 

23, 

... 1 

3i 

30 

... 1 

3| 



1922, 


J-anuary. 


4 

... 1 

3U 

11 

... 1 

QV 9 

O32 

18 

... 1 

315 

25 

... 1 

^ii 


March. 


8 

1 

0 9 . 
0^2 

16 

1 

Q l 3 
0^2 

■ 22 

1 

h% 

29 

1 

3i 


August. 

s. 

3 ... 1 3iJ 

10 ... 1 M 

16 ... 1 4 

23 ... 1 4j-f 

31 ... 1 4^0; 

October. 

5 ... 1 

12 ... 1 

19 ... 1 4i 

26 ... 1 ^rs 

December. 

7 ... 1 31 

14 ... 1 3t| 

21 ... 1 n 

30 ... 1 3|| 


February. 


1 

» « » 

1 

3f 

8 

« « • 

1 

3|| 

15 


1 


22 

« # « 

1 

3t^ 


April. 



5 

*,« # 

1 

3-s% 

11 


1 


19 


1 

3 / 5 . 

26 


1 

CO 
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May. 


3 

1 

3/2 

10 

1 

3i 

17 

1 

Q*?3 

^32 

31 

1 



July. 


5 

1 

3|i 

12 

1 

3f 

19 

1 

^12 

26 

1 

^32 


Septembei. 


5 

1 

m 

12 

1 

0 i 9 


June. 


7 

1 

3t1 

14 

1 

m 

21 

1 

3ii 

28 

1 

August. 

3S 

2 

1 

3f 

9 

1 

m 

16 

1 

3||- 

23 

1 

H?2 



A Gold Currency for India. 


The position of gold in the Indian currency 
np to the commencement of the fall in the gold 
value of silver in 1873 has been described in 
Chapter XI. The Government of India closed 
the controversy about the introduction of a gold 
currency in India by their Besolution of 7th May 
1874, which stated that the Government were 
■“ not at present prepared to take any step for 
the recognition of gold as a legal standard of 
value in India.” The continued fall in the rate 
■of exchange led the Calcutta Trades Association 
and the Bengal Chamber of Commerce in 1876 
to ask the Government to suspend the coinage 
■of silver by the Indian mints. The Government 
declined to interfere with the standard of value. 
Two years later, however, the Government 
changed their opinion and expressed their will- 
ingness to give “ a certain limited scope ” for the 
introduction and use of gold coins in India, “ so 
far as it was found convenient or profitable.” 
Their proposals were referred to a departmental 
Committee in England which made short work 
of them. The Committee briefly reported that 
they were “unanimously of opinion that they 
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cannot recommend them for the sanction of Her 
Majesty’s Government.” 

In 1892 we find the Government of India" 
again advocating a gold standard for India. The 
Herschell Committee, while not advising the 
Secretary of State to over-rele the proposals of 
the Government of India for the closing of the 
mints and the adoption of a gold standard, * 
'Suggested certain modifications of these proposals 
which were adopted by the Government. The 
question of a gold standard was favourably con- 
sidered by the Fowler Committee but no sooner 
had their report been published than the British 
treasury began to oppose their scheme tooth and 
nail. For two years, from 1899 to 1901, says 
Mr. Keynes they made a succession of techni-- 
cal difficulties in a spirit of scarcely veiled ’ 
hostility to the whole proposal.”* In May 1901, 
however, some agreement was arrived at between | 

.the authorities in England and in India as regards i 

the establishment of a gold mint at Bombay. 

'‘‘ At this, point in the negotiations” says Mr. 
Keynes the natural instincts of the Treasury | 

Officials became uncontrollable and respect for ; 

independence of the India office had to be i 

abandoned. Their first line of defence in the : 

form of technical difficulties having been over- I 

•come, they fell back upon open argument as to 
the wisdom from the Indian point of view of the 
whole project.”* . i 

They urged that the gold standard had been jj 

firmly established iu India, that sovereigns were I 

'readily attracted to India when required, that the | 

' ' ^ r 

^ Indian Currency and Finance Page 64 : 
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estimates of the Government of India of gold 
available for coinage were less than was anticipa- 
ted, and that the staff of the proposed Indian mint 
would have to be maintained in idleness for a 
large part of the year at considerable cost to the 
Indian exchequer. ‘^It is, of course, for Lord 
George Hamilion, (the Secretary of State) to 
decide” said the Lords of the Treasury in con- 


clusion, whether in spite of these objections the 
scheme is to be proceeded with.” The India 
Office informed the Treasury that His Lordship 
was not inclined to abandon the scheme. The 
Treasury’s reply was : My Lords cannot 

believe that the position of gold standard in India 
will be strengthened or public confidence in the 
intentions of the Government confirmed, by 
providing machinery for obtaining gold coins 
which is neither demanded nor requwed hy the 
mercantile community ^ while on the other hand, 
the failure or only, partial success of a gold mint 
would, undoubtedly, be pointed to by the op- 
ponents of the gold standard policy (although 
without justification) as evidence of the break- 
down of that policy.” 

Thanks to the opposition of the British 
Treasury, no gold mint was established in India. 
But in accordance with the recommendations of 
the Fowler Committee the sovereign was declared 
legal tender in 1899. We shall now consider, 
briefly, how far this measure encouraged the use 
of gold as currency. 

An attempt was made by Government in 
1900 to introduce gold into circulation* Payments 
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of gold from the Currency Eeserve commenced 
on 12th January, 1900 at the currency offices 
in Calcutta, Madras and Bombay, and towards 
the end of that month, at the remaining curxency 
offices. The instructions issued were to tender 
gold to all presenters of notes, but to give rupees 
if they were preferred.’’ Later on sovereigns 
were sent to the larger District Treasuries with 
instructions that they might pay sovereigns to 
any one who might desire to receive them in 
exchange for rupees or in payments due by the 
Government. In March, 1900, the Post Offices 
in the Presidency towns and Rangoon were 
instructed to give gold in payment of money 
orders, and the three Presidency Banks were 
requested to issue sovereigns in making payments 
on Government account. These arrangements 
continued in force throughout 1900-01, and it was 
estimated that about £6,750,000 was put into 
the hands of the people. Of this amount part 
was exported, and more than half returned to 
Government, so that not more than £3,000,000 
remained in the possession of the public. Be- 
cause a considerable amount of gold had returned 
to Government it was thought that the people 
did not want gold as currency and preferred 
rupees. The Comptroller of Currency in his Beport 
on the Operations of the Currency Department 
for 1899->1900y said. The issues of sovereigns 
from currency offices under these orders were not 
inconsiderable, but the receipts continued large 
and considerably in excess of the issue. Gold has 
apparenily not yet begun to circulate in the 
country as money. But probably, gold had begun 
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to circulate as money. In the case of an agri- 
cultural community payment of Government 
dues is the chief item of expenditure. The return 
of gold to Government was not an indication of 
:the desire of the agriculturists to get rid of the 
gold as fast as possible ; it rather showed that 
the people were using gold as money should be, 
and is meant to be used. If the gold had re- 
mained in the possession of the people it would 
have been said that it had been hoarded. 

The net absorption of sovereigns in 1901-02 
amounted to £ 9 millions. The increase in the 
popularity of the sovereign is shown by the 
increase in the amount of the absorption every 
year. The amount absorbed was £ 1 million in 
1902-03, £ 2 millions in 1903-04, £2*2 millions in 
1904-05, £ 2*7 millions in 1 905-08 and £ 3'9 millions 
in 1906-07. ‘‘The absorption in the year under 
report ” said the Comptroller of Currency in his = 
report for 1906-07, “has so far been the highest 
on record, the United Provinces and the Punjab 
showing the largest demand.” But the absorption 
in 1907-08 (£6*2 millions) was 59 per cent, greater 
than that in the preceding year. “The 
absorption in the year underreport,” said the ; 
'Comptroller in his report for 1907-08, “ has been 
the highest on record, the most notable increases 
having occurred in the United Provinces, the 
Punjab, Burma, Madras, and Calcutta.” The 
absorption in the year 1908-09 was only £2*4 
millions, but “it would have been higher than 
ever had gold been available throughout the year.” 

The receipts at the currency offices from imports 

to£ 7,139,000 but the 
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gold was recoived only in the closing months* 
of the year. There were no receipts from 
April to October 1909 (both inclusive).- 
In 1910-11 the total absorption amounted to 
7,187,000 as compared with £6,220,000 for 
^ 1907-08. As regards the popularity of the sd- 

vereigD, the Comptroller of Currency in his 
report for 1910-11 acknowledged that the 
apprehension that the sovereign would not be 

popular was not well founded ” But 

he pointed out that ‘‘the acceptance of the 
sovereign is not yet general,” possibly due to the 
fact that they were not everywhere offered. The 
Comptroller also doubted whether the sovereign 
had established itself as currency, though he 
recognised that so far as it pays for 
produce and so far, again, as it comes back | 

in payment of revenue, it acts as currency.” His ■ 

theory was that the acceptance by the cultivator i 

of gold in payment of his crops was, probably, 
in the nature of barter. In 1911-12, however, 
the absorption of gold in Northern India and j 

Bombay necessitated special enquiries as to the i 

exact use made of the gold. The result of the ■ 

enquiries was published in the Currency Beport i 

for 1911-12. The enquiries showed that a very | 

considerable proportion of the gold absorbed in | 

the Punjab was actually in circulation as currency,. j 

that, in some cases, better rates and terms could | 

be obtained when gold was tendered in payment ji 

of produce than when silver was offered, gold i 

thus being practically at a premium. Tho | 

people preferred gold because it was less trouble- | 

some than silver money.” The enquiries made 
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in the G'iiir3j23L‘W8)l9i district showed that all tho 
grain agents paid the Zemindars chiefly in gold 
and that the Zemindars paid their revenues in 
gold. The Zemindar prefers to have his price 
for the grain in gold as he can easily carry it and 
easily exchange it, and if necessary, put it away, 

He shies at currency notes of any value as they ^ 
cannot be easily exchanged, and to receive pay?- 
ment in silver means cost of carriage and a 
greater risk of being robbed.’’ Gold was, in 
short, preferred becanse it is money of higher 
monetary utility than silver. The enquiries made 
in Bombay showed that gold was not being 
hoarded or melted to the same extent as before, 
and that the gold circulation was steadily in- i 
creasing. The enquiries made in the United 
Provinces, Madras and Burma showed similar j 
results. I 

The total absorption of sovereigns in 1912-13 
(£10,245,000) was more than a third in excess of \ 
that in 1911-12 (£7,600,000). Special enquiries 
were again made as to the exact use to which the , 
sovereigns were put, which confirmed the results 
of the enquiries made in the preceding year. 

In 1913-14 the absorption of sovereigns 
amounted to £12,074,000. Special enquiries made in 
this year showed that in certain parts of India, 
at any rate, sovereigns are used to an increasing 
extent in real currency transactions”. The sover- ' 

eign had ^‘certainly displaced silver to some f 

extent in Bombay and the United Provinces, and 
probably in a lesser degree in Madras and Burma 
also The general conclusion of the Comptro- 
ller of Currency was that in large portions of , 
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India sovereign is now entering largely into 
ordinary transactions in cases in which they are 
of sufficient size to make its nse possible/’ 

From the evidence quoted above it would 
appear that before the war there was a genuine 
demand for gold for currency purposes in Iniia. 
The gold exchange system ignores this demand. 
In fact, the gold exchange system is based on the 
principle of discouraging the people from using 
gold as currency, while making it freely available 
for payments of foreign indebtedness. The 
ostensible object of Mr. Lindsay’s scheme was to 
confer on India the advantages of a stable ex- 
change. But the system can be ^ so worked 
as to prevent India from getting gold. And 
when one reads Mr. Lindsay’s pamphlet entitled 
Eicardo’s Exchange Eemedy”, one begins to 
doubt whether he regarded the gold exchange 
system as the ideal monetary system for India, 
or as one advantageous to the London money 
market. On page 12 of the pamphlet the 
attention of the reader is attracted to the follow- 
ing sentence printed in bold type : — 

In this way a gold standard might be 
established in India without risk and with con- 
siderable profit to the State and the Bank of 
England and with advantage to the London 
money market- There would be no increase in 
the demand for gold and little decrease, if any, 
in the demand for silver 

The Pioneer newspaper of Allahbad, 
dated 6th January, 1898, while describing in 
great detail Mr. Lindsay’s scheme, thus common- 


288 


A GOLD CUREINCY ROE INDIA 



ted on the proposed institution of a Gold 
Conversion Fund or the Gold Standard Reserve :• — 

The object of the scheme is to prevent the- 
use of gold as currency in India, and to confine 
its use in connection with the Indian currency to ^ 
the settlement of the balances of India’s foreign ^ 
indebtedness, as it is pure waste of time and 
money to bring gold out to India merely for the 
purpose of having it sent back 

It is thought that if India was encouraged 
to use gold as currency, a far larger proportion 
of the world’s production will go to India every 
year, with the result that there would not be 
enough gold for other countries. It is this fear i 
of the drain of gold from England to India which 
governs the policy of the sale of Council bills in ; , 

excess of the Home Charges. Up to the time of i 

the closing of the mints to the coinage of silver,, | 
Council bills were sold with the sole object of 
providing the funds needed by the Secretary of || 
State for meeting the Home Charges. With the- fi 
development of the gold exchange system, how- » 
ever, the Council bill system began to assume J’ 
new importance, and it finally became a means 
of diverting payments of India’s foreign balances 
from gold to silver. Mr. 0. T. Barrow, who gave 
evidence before the Chamberlain Commission as. |;i 
the representative of the Government of India. 
frankly told the Commission that it was desir- 
able to check the excessive importation of gold 
into Ifidia If gold was allowed to come to« 
India, it would, be .used for currency or for 
hoardings In .either ^ease^ said Mr, Barrow,/' if. 
it went into the country and stayed there, ik 
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would mean a further drain of gold from England* 
It must mean a further drain, whichever it is.’^ 
The Chairman asked Mr. Barrow whether, sup* 
posing it did mean a further drain of gold from 
England, he would say that that must be the 
governing consideration for India, to which Mr. 
Barrow replied ‘‘Yes, I think so. My own feeling 
is that anything which lessens the world supply is 
bad for India, that is to say, if you encourage the 
gold to go into hoards.” 

Another witness, Mr. W. B. Hunter, who 
was for 25 years in the service of the Bank of 
Madras, thus explained the object of the sale of 
Council bills : — 

Q, — 6314. — “Originally the sole purpose was 
I for the transfer of funds on Grovernment account^ 
1 but since the closing of the mints I think that 
that is of secondary importance now, especially 
' with regard to the conditions of the London 
money market. Otherwise than by very large 
shipments of gold at a time which probably would 
be inconvenient, there is no other means of 
I paying for the balance of trade”. 

To Sir James Begbie's questions regarding 
the Council bill system Mr. Hunter replied as 
follows :■ — 

I Q . — You also favour the Council bill system 

. with the object of reducing the movement of 
gold coin from Europe to India ?— This is so. 

Q . — Your object is to prevent gold coin 
coming into India ? — To prevent unnecessary gold 
coin being withdrawn from London at times of 
pressure, as I hold that a tight money market 
reacts on the Indian export trade. 
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+K t' object is to prevent disturbance of 

object “^oney market ?— That is mAchief 

T propose to achieve that by sale oT^ 

bills m London to the extent that would h« 
sufficient for that object ?— Yes. ° 

It is not surprising that a system of currenf^^ 
whose OTOwed objaol is lo prevent gold &om 
being used for the purposes ot circulation 
India, IS regarded with distrust by the neonlp 
As a matter of fact, one uf the reasons for Sit 
the exchange to 2s. was that it would enable St 
Secretary of State to buy more silver for cofnaee 
thus reducing India’s demand for gold and ma\ , 
mg more gold available for the conSot S 
notes in other countries. One of the ar^umenf^ 
m favour of a 2*. (gold) rupee submitted \ “ Mr. 

. H. Lucas. Financial Secretary Inrlin h-pf* 

foilows®"”®‘“ C»™ttee’ was slated °as’ 

cond;s‘?,;,::.‘''T&tp:i„ri^‘if“^^^ 

dmun.sh the chances open to other coiltries of 
obtaining 'gf, Id to restore the value nf ^ 
insufficiently backed paper issues. The amount 
•of gold going to India would depend on the extent ■ 
to Wbrob silver purchases by the Indian Lve ”■ 
menl displace private imports of gold as a 010“™ 
of balancing Indian trade; a higher price liS 
•would secure a larger supply of silver tSit 

thTt It follows 
that the fear of undue gold absorption would bl 

^ro ta,no, met by the proposal to fix a high rate ■ 

of exchange, which is recommended. below 
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•as a protection of the masses in India from the 
effects of high world prices arising out of the war. 
'The volume of the currency would still be 
automatic, but the limits of the Government’s 
control over the proportions of its constituent 
elements as between silver and gold 'would be 
extended, pro tanto, by fixing a higher rather 
than a lower limit to the Government’s buying 
price of silver.” 

A system of money w^hich rests on suspicion 
and which excites distrust is a bad. system. 
Further, it is a sound currency maxim which says 
that a Government, in currency matters, should 
do as little as possible. But by regulating the 
flow of gold to India the Secretary of State 
effectively determines the demand for rupees and 
the coinage of rupees in India. It is a very 
much ^‘managed” system. 

-Jf -K- -}f 

Among the objections to a gold currency forf 
India we may notice two : (1) that Indians have: 
not given up the practice of hoarding, and (2) that: 
a policy of popularisation of gold would weaken: 
the reserves now maintained for the support of^: 
exchange. 

It cannot be denied that hoarding still goes 
on in India, though to a much smaller extent 
than is commonly supposed. Banking in India 
is in its infancy, and it is natural for the illiterate 
peasant in the village, unless he happens to be 
:a money lender, to hoard his surplus cash. But 
it is wrong to think that he cannot use gold as 
money. Hoarding,” to quote the words of the 
Fowler Committee, did not render a gold 
circulation an impossibility in the past,” and 
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there is no reason to think that it will have any 
such result in the future. 

Again, such hoarding as still goes on in India 
cannot be prevented by giving the people token 
3:upees to hoard instead of a full value gold coin^ 
In the course of his evidence before the Fowler 
Committee Mr. Lindsay said : — I think that 
habit of hoarding is an economic evil and an 
enlightened Government should do all in their 
power to discourage it.” Everybody thinks so, 
but if a country is very inadequately supplied 
with banking facilities, if the opportunities for 
the profitable investment of money are small, 
and lastly, if the people are illiterate and ignorant, 
they cannot be made to give up hoarding by 
the substitution of token coins for full value 
coins in the currency. The quantity of the 
precious metals now hoarded is much smaller 
than it used to be, and it may be hoped, that 
with the spread of education, the increase in 
banking facilities and the development of Indian' 
industries, it will grow smaller still. y 

About the effect of establishing a gold 
circulation in India on exchange the Chamberlain 
Commission wrote : — Advocates of a gold 
currency are met, therefore, by the difficulty 
that the circulation of gold on a moderate scale 
only is of no substantial use, while on the other 


baud, the circulation of gold on a large scale, at 
any time in the near future, must necessarily be 
at the expense of the existing Eeserves and, so» 
far from increasing the gold in the country, must 
have the effect of making what gold there is less- 
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avaUable for the support of exchange.” (Section 

Now it cannot be denied that a stable ex 
nhange IS a desirable thing, and that a cZency 

system which ensures a stable exchange is sune 

“ay be pointed out : (1) 
that It 18 possible to exaggerate the evils of a 
fluctuating exchange, and (2) that our recent' 
experience has shaken our faith in the doctrSe 
IxSa^'" exchange system gurantees a stable 

^^®*ability of exchange has a disturbing 

f w the VeTnT’l bas 

imnort trarlA f bringing the export or the 
^ ^ ^ country to a standstill. In 

iact, there was a remarkable expansion of our 
foreign trade between 1871-72 and 1894-96 in 
spite of a falling rupee. The total value of t^e 

increased from 

1894 gf or 1871-72 to 10,6.50 lakhs in 

1894-95, 01 69 per cent., while the imports of 

Skkf Tr ill 30,81 lakhs to 73,52 

lakhs, or 139 per cent. (The slower expansion 

of the export trade as compared with the import 
trade was due to the fall in gold prices wMch 
occurred in this period). ^ ^ ^ '‘'b 

(Toi^ iTu °bi®f advantage claimed for the’ 
gold exchange system is that it enables silver usine 
.conn ries to secure a stable par of excLnge wSf " 
gold using countries. But, as we has seen, stability' 
of exchange depends upon steadiness in the price 
■of Silver, and that any considerable rise in the 
iprice of silver above the bullion par of the token 
.poin, whether this rise occurs in a time of war 
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or peace, would destroy the whole system. It 
was objected to Mr. Lindsay's scheme that the 
rise in the gold price of silver above the rate 
adopted in India would force Government to* 
issue rupees at a loss. Mr. Lindsay considered 
; the objection, along with many others, in his 

j ' pamphlet referred to above. The objection is 

^ met,” he says, by the stipulation in the scheme 

• that the rate adopted in India for the issue of 

rupees shall be one profitable to Government.. 
If the gold price of silver should rise above the 
Indian rate, it will be necessary to fix upon a 
fresh sterling price for the issue of rupees. This 
change would cause an unfortunate fluctuation 
in exchange, but this fluctuation would be greater 
i under the present system, and one fluctuation iS' 

, less injurious than many."* 

And the gold price of silver during the war 
having risen above the Indian rate, afresh sterling 
j price for the issue of rupees was fixed, 2s. (gold), 

i But, as we have seen, the 2s. rate is not effective.- 

It is easy to enact that the gold price of the rupee 
' sflall be 25., but if nature and economic laws ‘ non- 

I I co-operate,’ the Government rate could not be en- 

I forced. Mr. Lindsay thought that when the price- 

1 , of silver rose above the bullion par of the rupee it 

would be enough if the gold price of the rupee- 
was raised. How very simple, you say. Under 
a silver standard there are many fluctuations in 
the rate of exchange. Under a gold exchange- 
system there is just one fluctuation — that is, the 
change of rate required to restore to the silver 



* ‘ Ricardob ExcKauge Remedy by -V.. M* L. (1892 j p. 20. 
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coins their character of token money. But Mr. 
Lindsay forgot that the price of silver could fall 
again, necessitating a return to the old rate. 
The law must be changed again and the old rate- 
re-established. This is a second fluctuation. But 
suppose, owing to a shortage in the supply, or 
increased demand on the part of other countries 
of the word, the price of silver begins to rise 
again. Action must; be taken to save &he tokens 
from the melting pot, and there will be a third fluc- 
tuation, and so on. There is, in fact, no guarantee 
that the gold rate adopted can be maintained 
for any length of time. It may, further, be 
pointed out that official changes in the rate are 
much more objectionable and harmful than 
fluctuations due to natural and economic causes. 
The '' many ” fluctuations hamper trade and 
injure debtors or creditors, but if Government 
does not intervene and fix a rate or attempt to 
fix one, allowance will be made for them, and 
if they cause loss to particular individuals, the loss 
will be regarded as the result of natural causes 
for which no one is responsible. The '' one ’’ 
fluctuation due to the action of Government ie 
objectionable because in such a case Government 
is directly responsible for the violation of the 
sanctity of contracts. 

It is thus seen, in the first place, that the 
idea that a gold exchange system ensures a stable 
exchange must be given up ; and secondly, that 
official changes in the rate of exchange are in 
the highest degree undesirable. 

We should also remember that, ultimately,, 
the success of a country in maintaining a stable 


I !■ 

if 

I 
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exchange must depend upon the nature of the j 

foreign demand for its principal exports. In 
this respect India’s position is strong. There is 
a large demand for our products in foreign 
countries and the balance of trade is, normally, 
in our favour. The unfavourable balance of 
trade in 1920-21 is an exception. A country -Jr- 

whose economic constitution is sound and whose 4 

1 exports are in universal demand, has not much 

j to fear from a fall in exchange. In the case of^- 

I such a country the fell in exchange must be tempo- 

j rary. The balance of trade would automatically 

I right itself and the exchange would rise. The 

real security against a fall in exchange thus lies 
in our favourable balance of trade and our 
ability to meet an unfavourable balance by in- i 

^ creasing our exports of such commodities the 

I ; foreign markets for which are large and elastic. 

: India, as is shown by the following table, also 

' imports considerable quantities of precious 

metals, and she could pay large sums abroad by 
suspending these imports : — 



i 
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In lakhs of rupees 


Year. 

Imports 

of 

treasure. 

Exports 

of 

treasure. 

Net im- 
ports of 
treasure. 

Average for 1899-00 




to 1903-04 

26,00 

11,64 

],436 

Average for 1904-05 




to 1908-09 

36,15 

990 

26,28 

1909-10 

37,52 

990 

26,28 

1910-11 

39,73 

630 

31,13 

1911-12 

53,47 

10,37 

43,10 

1912-13 

61,83 

10,63 

51,20 

1913-14 

43,43 

708 

36,55 

Average 

47,19 

831 

38,88 

1914-15 

21,81 

529 

16,52 

1915-16 

11,94 

823 

371 

1616-17 

38,45 

642 

32,03 

1917-18 

51,77 

755 

44,22 

1918-19 

71,37 

901 

62,36 

Average ... 

39,07 

730 

31,77 

1919-20 

78,24 

13,68 

64,56 

1920-21 

34,59 

26,17 

842 



Among the articles which j&nd a ready market 
in foreign countries, and the foreign demand for 
which may be considered to be elastic, cotton- 
tides, rice and tea may be mentioned. The total, 
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value of these exports in the pre-war year 1913. 
14 and in 1919-20 and 1920-21 is given below 

EXPOETS. 


In InhJis of tu^scs 


Articles. 

1913-14 

1919-20 

1 1919-20 

Cotton, raw 

41,04 

58,66 

41,62 

Cotton goods 

Hides, raw and 

! 13,68 

27,41 

] 

18'27 

tanned and dressed 

9,68 

15,21 

2,91 

Eice 

26,39 

9,91 

17,89 

Tea 

15,00 

20,56 

12,14 

Total 

1,00,81 

1,31,74 

92,83 


The foreign demand for jute is not absolutely 
inelastic as some fibres compete with it. The 
total exports of jute and ]ute manufactures in 
1913-14, 1919-20 and 1920-21 were 50,09, 74 71 
and 69,33 lakhs respectively. 

It would therefore seem that, by restricting 
her imports so far as that may be possible, and’ 
increasing such of her exports as have a world- 
i wide market, India could without much difficulty 
I pay off her creditors in a time of difficulty. ^ 

CONVEEXIBILITY. 

It has been argued in chapter V that the 
most impoi^tant cause of the rise of prices between 
190o and 1912 was the redundancy of the runee 
currency. The relation of the gold e“cha?gt 


$ 
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system to prices has not hitherto received the 
attention which it deserves. It is very often 
assumed that since the gold exchange system 
ensures a stable exchange (the price of silver- 
remaining steady), it satisfies all the requirements 
of an ideal monetary system. The establish-- 
ment of the gold value of the rupee, on a stable 
basis ”, wrote the Chamberlain Commission, has 
been and is of the first importance to India 
1 But stability of exchange is not of the first 
■: importance even for trade. The thing which is 
really of the first importance to India is whether 
her currency system works automatically so that 
the currency does not tend to become inflated, 
and whether the people can get the form of 
money which they desire both for internal use 
and for export. 

Under the existing system notes are 
convertible into rupees, but rupees are not 
convertible into gold except for a very limited 
purpose- — payments of foreign indebtedness. 

The ■whole mass of Indian currency consisting of* 
rupees and notes may be regarded as inconverti-J 
ble. In this sense, the rupee is little better than ^ 
the paper note ; the rupee is a note printed on 
silver. The fact that the seigniorage on the i 

rupee is, say, 30 per cent, and not 100 per cent, 
as in the case of the paper rupee, is a point of 
of very slight importance. The internal currency 
under a gold exchange system might well consist 
exclusively of notes, which may be covertible at a ( 

fixed rate into gold for foreign payments. But the i 
great danger of an inconvertible currency, or a 
currency which is convertible only to a limited I 
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it Jjeii(Js. to be OYer-issue^. Can 
it be doubted that if our circulation consisted 
exclusively of notes which were convertible into 
gold only for making foreign payments, but not 
tor internal use, the currency would become 
redundant, even if additions to the circulation 
JT"'® existing system i.e. 

through the conversion of gold or Council bills 
imported into notes ? Now the character of our 
circulation is not fundamentally altered by the 
fact that part of the circulation consists of in- 
convertible notes printed on silver. It has been 
explained in a preceding chapter that the 

forces tending to reduce the volume of the circu- 

ktion in a gold exchange system do not, and cannot, 
work smoothly. The only remedy against^ 
nflaton lies in the maintenance of convertibility i 
of the internal currency for all purposes. It is 1 

StatS^^wh^T“ Prance and the United 

btates, which possessed a large volume of f,,ll 

legal tender token cnirenoy before ti,e wa“ 
provision had been made for the redemption of 
the tokens in gold. The system of redemption 

Slif ^ r of silver b? the 

S 1 of o^’^ality with 

to the pubhc G-overnment 

working <=^^us describes the 

United States :-l redemption in the 

ee silver dollars are receivable 

H.: tarter, 'ofafr t 
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dollars ; if not needed, they can be sent back to 
the Treasury through the customs. This is one 
of the two essential operations in a system of 

redemption, the presentation to the issuer 

of the undesired money. The other, and com- 
pleting, operation is that of obtaining gold by 
the public in place of the silver sent in. There- 
fore, if the Treasury will pay out gold, and not 
silver, on any warrants presented to it, the 
system, although indirect, is complete throughout. 
So long as the Government receives silver on 
equal terms with gold, and pays out gold on 
demand, we have an effective system of redemp- 
tion. Suppose the country has too much silver 
in circulation by $60,000,000. By working this 
off, in payment of customs back to the Treasury,, 
the public have rid themselves of that quantity 
of silver. Then if those who have demands 
against the Treasury request gold and obtain it 
to the amount of 150,000,000, the public will 
have obtained in its circulation, if needed, that 
new quantity of gold. The outcome, in effect, is 
equal to an exchange of 150,000,000 of silver for 
$50,000,000 of gold. What other result, except 
that of obvious convenience and simplicity, would I 
be produced by a direct and authorized system of | 
redemption ? Under a system of direct redemp- 
tion a surplus of $50,000,000 of silver presented 
for gold would produce the same results as those 
above ; the Treasury, instead of the public, would 
have the $50,000,000 of silver ; and the public,, 
instead of the Treasury, would have the $50,000,000 
of gold. In the end the outcome of both indirect 
and direct redemption is the same’’,"^ 

^ The Principles of Monej by. J. L Laughlih, p. 519. 


J02 


A GOLD eUREINCY FOR INDIA 


Laughlic, however, does not regard the 
system of indirect redemption as perfect. So 
•long as there is no legal obligation on the part 
of Government to convert the tokens into gold, 
some uncertainty as to the parity of the tokens 
would remain; the system also might break down 
in an emergency : — 

An open declaration of the redemption of 
silver dollars in gold is the only means of escaping 
emergencies w^hich might wreck the indirect system 
now prevailing. A legal requirement, morever, 
would necessitate adequate provisions for obtain- 
ing goM in emergencies (by sale of bonds or 
otherwise) which would remove for ever 
all uncertainty as to the parity of the token 
silver pieces 

The parity of the five-franc piece with gold 
was maintained in Prance by a similar system of 
redemption. To quote Laughlin again : — 

‘‘ The Bank of Prance, however, in the 
pi ocess of indirect redemption, plays much the 
same part in regard to the five-franc coins as 
aoes the Treasury of the United States in respect 
to silver dollars. The Bank furnishes a place 
of refuge for five-franc pieces, if redundant. All 
the state treasuries, as -well as the Bank of Prance, 
are obliged to accept five-franc silver pieces in 
payments to them^ at their nominal value equal 
to gold. Here again we have the first part of a 

practical system of redemption, the means of 

working off superfluous coins. The complemen- 
tary part is connected with the practice of the 
Bank of Prance in paying out gold when requested 

1 - 
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So long as the Bank does not force the payment 
of silver on the public, the process of indirect 
redemption by wnich the token silver coins are 
kept at par with gold remains effective. It is true 
that in Brance, as in the United States, there 
is no legal direct system of redemption, but in 
both cases a practice exists which is equally 
serviceable. Although in the past gold has been 
skilfully accumulated by the Bank of France 
practically no attempt has been made to force 
silver on the public in payments by the Bank. 
While for ordinary sums there has been no 
difficulty in getting gold, it is true that a slight 
premium has been charged if large sums of gold 
were demanded for exportation. This charge, 
however, has never I believe, exceeded one-tenth 
of one percent, and has often been much less. 
That is, the policy of the Bank does not create 
a positive prohibition against obtaining gold, but 
only a slight obstacle sufficient to induce appli- 
cants to seek other sources of supply if they are 
unwilling to pay the charge. Still, it is distinctly 
understood that in case of need gold can be 
■obtained even for exportation at a very slight 
expense ”* ° 

The difference between a complete system 
of redemption as described above and the Indian 
system in which the rupee is convertible only for 
a limited purpose, is important. The character- 
istic feature of gold exchange system is that 
the authorities show “ a high degree of unwilling- 
ness ” in giving gold for internal use. In other 
words, convertibility in the full sense of the term 
does not exist in India. 

♦ Ibid, p. 52a. 
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The question of making the rupee convertibles 
into gold was considered by the Fowler Committee^ 
The Committee were not in favour of imposing 
a legal obligation on the Government to give 
gold for rupees. ‘‘ This obligation they wrote, 

! would impose on the Government of India, a 

I liability to find gold at a moment’s notice to an 

amount which cannot be defined beforehand, and 
! the liability is one which, in our opinion, 

I ought not to be accepted” (section 59). But, 

I as we have seen, the Committee recommen- 

ded the use of gold as currency, and that fresh 
rupees should not be coined until the proportion 
of gold in the currency is found to exceed the 
requirements of the public (section 60). While 
they did not recommend the cessation of silver 
; coinage they contemplated the establishment in 

' i India of a complete system of redemption of the 

' ; , token coins in gold like the French or the 

American system. 

j The present writer is convinced that unless 

i the rupee is made fully convertible, the Indian 

! ! currency system will not become automatic.- 

Back to the Fowder Committee,” should be the 
' watchword of Indian currency reform. The ex- 

I isting system is regarded by some writers as an 

ideal system, but it has given India an inconver- 
tible token currency which tends to becomei 
inflated; it does not enjoy the confidence of the| 
public ; and it subordinates the interests of India| 

to those of United Kingdom,- features which ^ 

an ideal currency system should not possess. 
The first step in the direction of currency reform 
and giving India an automatic and self-regulating 
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system of cnrreiiicy consists in the te-yaluationi 
of the sovereign at IS rupees and rhaking rnpeesf 
and notes convertible into gold at that rate. Tbo’ 
system of redemption will necessarily be indirect 
"at first, bnt it should be complete and effective. 
The ultimate goal of the Indian currency system,, 
as defined by the Fowler Committee, should be 
recognised to be ‘‘the effective establishment in 
India of a gold standard and currency based on 
H^he principles of free inflow and outflow of gold 
This would involve free and unrestricted coinage 
of gold in India ; the gradual limitation and the 
final cessation of the coinage of silver by Gov- 
ernment ; the limitation of the Council Bills sold 
by the Secretary of State to the £(,mount of the 
Home Charges ; and, when practicable, the legal 
recognition by Government of the liability to give 
" gold for rupees or notes on demand. 


Note on Peoeessoe JeyonsV plan 
FOR THE stabilization OP 
Indian exchange. 

Professor H. S. Jevons of Allahabad recom- 
mends the stabilization of the rupee at 4£?- 
sterling. He does not recommend the 2s: rate, 
not because he thinks it cannot be realised, but 
because to realise it a heavy fall of prices must 
be brought about, ‘ W might prove disastrous. 

By taking measures of the kind which I shall 



§06 A GOLD CGBK?NOY INpiA 

4esciibe,” he says, ‘‘directed to tbp redwctiont pf 
the paper Currency cir*culatioii, it wonH be 
possible for a stable exchange to be realised at 
the 2s. level in about two years, the country 
experiencing meanwhile a drastic fall of prices. 
J do not say that I recommend this ; but wish 
to show that it is possible.’'* 

It may be useful to consider how it is 
possible to raise exchange to 2s. Professor Jevons, 
argument may be summarised as follows. The 
circulation must be contracted in order to 
raise exchange. Since it is desired to raise 
exchange from 16d. to 24(Z. the general level of 
prices must be lowered in the same ratio, that is, 
from 3 to 2. This calculation, he says. is a 
matter of simple arithmetic.”t It is unnecessary 
to take into account the volume of bank deposits 
subject to cheque, because when the currency 
circulation is reduced in the ratio of 3:2, the 
bank deposits will eventually also fall in the 
■same proportion. Other factors, such as the 
volume of trade and the velocity of circulation 
will remain practically unchanged while the 
currency is contracted. It, therefore, follows 
that the reduction in the circulation of rupees 
and notes in the ratio of 8 : 2, must lower prices 
in the same proportion and raise exchange in 
the inverse proportion. 

Professor Jevons’ argument rests on two 
chief assumptions : (1) that if the qirculatipn is 
reduced in the proportion of 3 ; 2, prices will be 
lowered in the same proportion and (2) that if 
prices fall in the ratio of 3: 2, exchange will rise in 
the inverse xatio. Both assumptions are untru e. 

The Future of Exchange and Indian Currency, p. l85 

tihidp. 186 . 
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Professor Irving Fisher’s quantity theory of 
money, which Professor Jevons seems to accept 
unreservedly, has been examined in chapter X, 
It has been shown there that the relation bet- 
ween the quantity of circulation and the level of 
prices is not simple, so that it is impossible to 
say how much prices will be raised or lowered by 
a given increase or decrease of circulation. It is 
not true that the deposits subject to cheque bear 
a fixed relation to the metallic currency, and 
that when the circulation is being expanded or 
contracted, other things remain unchanged. In 
a country like India, where production is so 
much subject to the fluctuations of the seasons, 
the tendency to a fail of prices might be counter- 
acted by shortage in production due to unseason- 
able rainfall. There is no guarantee whatever 
that crops in 1923 or 1924 will be normal and 
not 20, 30, or 40 per cent, below tne normal. 
We have also to remember that the contraction of 
the circulation in 1920 did not lower prices and t hat 
it was accompanied by an increase in the volume 
of bank deposits. In an earlier chapter Professor 
Jevons himself says: ‘‘ The bank deposits in- 
creased together with the total circulation till 
1919, getting slightly in advance in 1917 ; but 
during 1920 deposits continued to increase, in 
spite of a reduction of the currency circulation 
After quoting index numbers of prices and cir- 
culation from 1912 to 1920, he says : ‘' It is 

noticeable that the slight contraction of the cir- 
culation in 1914, following the outbreak of war, 







Ibid p. 44* 
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did not '‘stop the rise of prices, neither did the 
contraction of the circulation in 1920.” t , r 

Secondly, even if we assume that Govern-’* 
ment, somehow, succeed in lowering prices in the 
ratio of 3, : 2, it does not follow that the exchange 
value of the rupee must rise in the inverse pro-* 
portion, that is, from lOcZ; to 24d'. The level of 
exchange is not determined simply by the level 
of internal prices but by a complex group of 
factors, among which the foreign demand for a 
country’s produce is perhaps the most import ant» 
It may also be pointed out that the rise in the 
price of silver played a very important part in 
raising the exchange value of the rupee during 
the war, and that a fall in the price of silver 
coincided with the fall in exchange. Even if 
if w’e wholly ignore the effect of changes in the 
price of silver on the exchange value of the 
rupee, it would be too much fco expect that, a 
mere fall in the Indian price level would raise 
exchange, unless the fall was accompanied by a 
very large increase in the European damand for 
Indian exports. Of this there seems .to be little 
hope, as conditions in Europe are still very abnor- 
mal and the buying power of the chief European 
countries is small. 

The appreciation of the rupee in terms of 
gold from 1895 to : 1898 was' accompanied by 
some degree of fall in . prices, if the rise in the 
prices of food grains on account of the famine., 
of 1896-97 is ignored. But there was no appreci- 
able correlation between the price movement and^ 


t ibid p. 45, 
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the. exchange movement The experience of 
JBliropeaii countries like Germany and Austria, 
5 vhose currency is very much depreciated, con- 
firms the view that there is no precise relation 
between exchange and the level of prices., 

; It may be concluded that it is altogether 
wrong to think that it is possible to raise ex- 
.change from 16c?. to 24d by reducing the cir- 
culation in the ratio of 3 : 2. 

f Professor Jevons’ plan for raising exchange 
to Is. 4cZ. instead of 2s, and maintaining it at that 
level is also open to serious objections. Defiation 
.of the currency must form a part of any scheme 
whose object is to raise exchange, but the succeess 
of the scheme must ultimately depend on the 
Indian balance of trade. It would, therefore, be 
“seen that the economic condition of Europe must 
be one of the governing factors in determining the 
exchange value of the rupee. However, a Is. 4c?. 
xupee is a more practical proposition than 
2s. rupee. The machinery for maintaining 
.exchange at the level of Is. 4c?. which Pro- 
fessor Jevons recommends for adoption is the 
.old machinery with some alterations. The Gold 
Standard Eeserve is to be abolished and incorporh- 
ied in the Paper Currency Eeserve. A parf of 
the augmented Paper Currency Eeserve would 
be kept in the form of sterling securities in 
England and when, at a time of an-unf avour able 
'balance of trade, Eeverse Councils are sold in 
^India, they^ wou^^^ by the ’sale of these 

•securities. ‘When the balance of trade was 
favourable to India, the Secretary of State would 
sell Councial bills in excess of his own require- 
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ments for Home Charges and the cost of silver 
needed for coinage, which would be paid in India 
in notes. The price of the Councils would be 
fixed ‘‘ at such a figure as not entirely to stop' 
the flow of gold to India, but so as to prevent 
so great a flow as would involve the return of 
gold when the balance of trade became unfavour- 
able,”* Professor Jevons also tells us that the 
device of holding a part of the Paper Currency 
Eeserve in the form of sterling securities at 
the disposal of the Secretary of State provides 
the whole machinery which is necessary to alio# 
for the normal expansion and contraction of the 
circulating medium in India in substitution for 
the natural outflow and inflow of gold of the gold 
standard countries.”t 

The difference between Professor Jevons*^ 
scheme and our pre-war machinery for the 
maintenance of exchange is very little. As we 
have seen, the object of the sale of Council 
bills in excess of the Home Charges in pre-war 
days was chiefly to prevent the unnecessary flow 
of gold to India. In Professor Jevons’ plan 
greater use would be made of notes in India for 
currency purposes, and sterling securities would 
take the place of gold in the G-old Standard 
Eeserve. 

, . , It is somewhat difficult to understand why 
special efforts are made to devise schemes whoso 
object is to prevent the flow of gold to Indias®. 
Such a scheme as Professor Jevons’ would be an 


*Jlbidp 2i8. 
tibid p. 217. 



i 


311 


f 





A GOLD CDBBENCY FOR INDIA 


ideal scheme for India from the point of view off 
the gold-using countries of the world. Professor 
Jevons begins the preface to his work with the 
sentence; “ This book is written for readers in 
India and everything is expressed from the Indian 
point of view.” But it may be asked whether a- 
currency system based on the principle of free 
inflow and outflow of gold is really irreconcilable 
with the Indian point of view. The chief 
objections to such a plan as is recommended by 
Professor Jevons are that it ignores the Indian 
demand for a gold currency, and that a currency 
of token rupees or notes, which are not fully 
convertible for all purposes, will never fluctuate 
as a currency of full value coins fluctuates. 



Indian Budgets, 1914-15 to 1920-21. 

A study of Indian war Budgets shows that 
the effect of the war on Indian finance was not 
less important than that on Indian industrial 
and economic life generally. In a sense, the 
effect of the war on Indian finance may be 
regarded as permanent : the increase in expendi- 
ture ^ which has necessitated the increase in 
taxation, which is not of a temporary character, 
is, directly and indirectly, the result of the war. 
The war is also responsible for the growth 
of the Ordinary Debt. Our object here is 
to indicate the problems connected with 
In^an expenditure, taxation and borrowing 
which the Government had to deal with during 
the war and the subsequent peace years. It will, 
however, be useful to describe some of the leading 
features of our finance during the last nine years 
before attempting a detailed study of Indian 
budgets since the war. 

The separation of Indian from Provincial 
finance, which was effected on 1st April, 1921, 
makes it difficult to compare figures of Indian 
revenue and expenditure since 1921 with those 
of the pre-war year 1913-14. But a comparison 
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of Indian reyenne and expenditure in 1920-21 with 
pre-war figures is equally instructive. The total 
Indian revenue in 1Q13-14 amounted to 
£85,207,000, and in 1920-21, to £137,438,000, 
an increase of Q1 per cent. This very consider- 
able increase in revenue was largely the result 
of substantial additions to direct as well as indirect 
taxation. The yield of the Income Tax increased 
from £1,950,000 in 1913-14 to £14,795,000 . in 
1920-21, and of the Customs, from £7,558.000 to 
no less than £21,265,000. The Inconie Tax 
schedule was completely revised in 1916, and 
higher rates were imposed on all incomes above 
Bs. 5,000 a year. This increased the yield of the 
Income Tax from £2,090,000 in .1915-16 to 
£3,772,000 in 1916-17. The Income Tax was 
supplemented by a Super-Tax in 1917, which 
was levied according to a graduated scale on 
incomes above Es. 50.000 annually. The receipts 
from the Income-Tax (including the Stiper-Tex) 
grew to £6,308,000 in 1917-18. A 50 per cent, 
duty on excess profits earned In 1918-19 was 
imposed in the Budget for 1919-20, and it raised 
the Income-Tax receipts to^ no less than 
£15,472,000 in 1919-20. There was a re-adjust- 
ment of . the Super-Tax. in the Budget for 1920- 
21, and in the f ollowing year the Income-Tax 
was again revised^ ; . . /' 

The Customs schedule was completely 
reyised in 1916-17 and again modified in 1917-18. 
These changes increased the yield of the. Customs 
from: £7,558,000 in 1913-14 ‘ to £12,120,000 in 
1918-19. The.CustomB tariff was revised in 1921 
^nd again in:1922..-,: ^ 
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Of less imporfcarice, because of its coulpara. 
tlvelj small yield, is the 25 per cent, increase in 
the Salt Duty in 1916. 

The increase in taxation was necessitated 
by constantly increasing expenditure. The total 
expenditure charged to revenue in 1913-14 amount, 
ed to £82,894,000 ; it increased to £154,777,000 
, , in 1920-21, or by 87 per cent. The table given at 

the end of chapter XV shows that there has been 
a general increase in expenditure under practically 
I all the heads. The greatest increase is, however, 

under ‘'Military Services.” Military expenditure 
amounted to £21,266,000 in 1913-14 ; in 1920-21, 

, . it had increased about three times. It will also 

be noticed that the greatest increase in military 
expenditure has taken place since the 
signing of the armistice in November 1918. 
1917-18, military expenditure was £ 30 millions, or 
41 per cent, greater than the pre-war figure; since 
the armistice it has about doubled. The increase^ 
in military expenditure is one of the causes, 
though not the sole cause, of heavier taxatioii| 
Since the conclusion of peace. 

Much light is thrown on the causes of the 
growth of military expenditure by an official 
memorandum on the subject prepared for the 
benefit of the members of the Indian Ijegislatiye 
Assembly in 1921. We learn from the meuaorafi-* 
dum that when the armistice signed, India 
had an army approximately double the sisie of 
the pre-war army, though all expenditure in 
connection with the excess over hel' normal pre-^ 
war establishments was borne by the British 
Government. The re-organisation Of tho army 
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for peace proved very costly. The reasons are 
thus explained in the memorandum : — 

In reconstructing the army of the future#, 
the removal of cerijain anomalies and the remedy- 
ing of certain defects have been the primary 
consideration. For instance, it was found that- 
the conditions under which soldiers served requir- 
ed amelioration, the pay had to be made suffici- 
ent to attract and retain men and to compare not 
too unfavourably with the pay of tlie civil 
services ; the soldier had to be fed, clothed^; 
equipped, and housed in accordance with modern 
ideas. Further, opportunities for education had^ 
to be given to him while still serving, so that he 
might learn the duties of citizenship and prepare 
himself for civil life on discharge. It is on these 
lines alone that India can secure a contented 
army and thereby an efficient army, for con- 
tentment is the foundation of efficiency, and 
efficiency the first step towards reduction in size. 
It is a truism that a small army, well paid, 
will fed, well clothed, well housed, and consequen- 
tly contented, equipped at the same time with 
the correct proportions of administrative staffs 
and services, and therefore capable of rapid 
expansion in case of emergency, is far more 
efficient than a larger army which lacks 
these advantages. If, therefore, a reduction in 
the strength of the standing army is to be the 
object in view in India, as it is now in all civilized 
countries, the first step is to see to it that the 
army is thoroughly efficient.’’ 

It is also pointed out that in view of the 
troubled state of the Middle East Indihii army 
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cannot be reduced below a . certain minimuiQ 
strength. The Wazirist an campaign and other" 
frontier operations have also prevented any large 
permanent reduction- 

The increase in military expenditure may 
foe classified under the following heads 

{a) The actual cost of the fighting soldier ; " 
(6) The cost of the Ancillary services, such 
as Supply and Transport, Medical, etc. 

(c) Capital expenditure required in connec- 
tion with, the equipment and housing: of the 
soldier and the improvement of hospitals ; also 
for the construction of defences and communica- 
tions : and 

{d). Non-effective charges, which include 
all pensionary charges. 

The increase in the cost of the fighting 
soldier, Indian as well as British, is due to 
economic causes. The pay of the sepoy has been 
raised from 11 rupees to 15 rupees a month. 
The State has further undertaken to feed, house, 
mount, and equip the sepoy completely. The 
average pay of the British soldier isnow Bs. 1,210 
per annum as compared with Es. 420 in 1913-14: 
Before the war, the British infantry soldier was 
paid 1^. a day in the United Kingdom. During 
the, war^ the rise in industrial wages, owing to 
the increase in , the cost of living, compelled the 
British .Government to raise the wages of the 
koldier, ^hd, the Government of India- must pay 
to their British soldiers rates based - upon the pay 
which they get in the United Kingdom, where 
they are recruited. The case of; British officers 
is .similar. .The increase in tha cost of : tha 
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Ancillary services is due'" p&rfely to ipofeases ii 
tbe pay of the British and Indian personnel, and 
partly to increase in the strength of the phtson- 
nel. Tiie increase under pensions is due directly 
to the war and to the increased scale of pensions^ 
for ail classes, British and Indian, 

Economic causes, • traceable to the war,, 
account for a large part of the increase in milit- 
ary expenditure. They are also responsible for 
the growth of expenditure under another import- 
ant head — Salaries and Expenses of Civil Depart- 
ments. The cost of Civil Departments increased 
from about £ 18 millions in 1913-14 to about 
£ 30 millions in 1920-21, or by 70 per cent. No 
one can be blamed for such increase in expendi- 
ture. When there is a heavy and general fallj 
in the purchasing power of money, the scale of * 
national “ expenditure must rise, unless efficiency i 
|S to be sacrificed for the sake of economy, " 

The war was not financed with the proceeds 
of taxation alone G-oyernment also borrowed 
large sums of money for war purposes. 

The National Debt of India consists of two 
parts, Productjye..Debt and. Ordinary Debt. The 
total N&onal Debt on 31st SCirch 1914, amounted 
to Bs. 411*3 crores, of which only 19*2 crores was- 
Ordinary' Debt. Of the 392*1 crores pf Productive 
Debt, 333 crores was ; represented by EailwaySr 
and 59*1 crores by Irrigation. The sums spent 
pn Eailways and IrrigatToh yielded a return far 
in excess of the interest payable on the entire 
i National Pebt.: . During six years, from 31st' 
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March 1914 to 31st March 1920, tlje National Debt 
increased from 41 1'3 crpres to 566*3 crores, as 
shown below ; — 

Crores of rupees. 


Pboductive pEBI. 


31st March. 


1914 

3 9*2 

333-0 

59-1 

392-1 

411-3 

1915 

3*3 

349-8 

61-6 

411-4 

414-7 

1916 

3-0 

351-6 

63-6 

415-2 

418-2 

1917 

10*5 

353-6 

64-9 

418-5 

429-0 

1918 

132-5 

358-8 

65-9 

427-7 

557-2 

1919 

129-9 

365-5 

66-7 

432-2 

562-1 

1920 

117-8 

381-0 

67*5 

448-5 

566-3 


It will be seen that the growth of our Nat- 
ional Debt during the war was in a great part 
due to the increase of Ordinary Debt. India’s 
^^contribution of Bs. 150 crores to the cost of war 
^ in 1917 increased the National Dept in 1918 by 
' i.30 per cent. 'With the growth of the National 
Debt interest charges have also increased. The 
. interest on total debt at the end of March, 1914^ 
amounted t o 14_..orore 8. of which only 1 orore Was 
interest on Ordinary Debt. M the end of March, 
1922, the interest on total debt had increased to 
Ta little more than ^Sbi-iMres, of which 9 crores 
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:was iDtejsst on Ordinary Debt- The total debt 
outstanding on 31st Mai’ch, 1922, was as follows:-r^ 


Sterling 

£206,679,245 

Total Bs. 
310,01,88,675 

Bup 00 debt. 
permanent Debt-— 

Bs. 


6 % Bond 

40,59,03,700 


54% War Bonds 

29,17,19,500 


5 % debt. ... 

43,48,64,700 


4 % 5) 

17,12,87,200 


3i % „ ... 

1,19,15,64,891 


3 % „ ... 

6,52,30,050 


Other debt ... 

1,00,13,500 

2,57,05,83,541 

Temporary debt — 
6 % Bonds... 

37,89,47,000 


54% War Bonds 

10,39,94,100 

48,28,71,100 

Treasury Bills — 
Issued to public 

46,49,10,000 


Issued to Paper 
Gurreney De- 
serve 

54,21,00,000 

100,70,10,000 

Savings Bank 
Balances ... 

49,76,51.394 

49,76,51,394 

Post Office Cash 
Certificates. . . 

4,34,34,756 

4,34,34,756 


Tbe fluctuations of exchange during the war 
introduced a new factor into Indian finauce. As we 
have already seen, exchange began tp rise in 1917, 
andit rose to 2s- 4fl!. in December 1919. The adop- 
tion of the report of the Babington Smith Gom- 
mittee led to a further rise, and in Beferuary 1920 
bills on London were quoted at %s^lQid^ Then 
exchange began to fall. In December 1920, it 
was only a little above the pre-war parity, and 
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in 1921 it fell below Is, The rise in exchange- 
created no financial difficulties. Up to 1st Aprils 
1920, Indian accounts were prepared on the basis 
of the 2s. rupee, which is. still the official exchange 
rate. The fall in exchange has proved very 
troublesome. The ‘ gains by exchange ’ have been 
replaced by ‘ losses by exchange ’ which amounted 
to 323 lakhs in 1920-21 and 903 lakhs in 1921-22 
(Revised Estimate), and which are estimated at 
995 lakhs in 1922-23. These are losses charged 
to revenue. The total loss incurred on Net 
Expenditure of the central G-overnment in Eng- 
land, including capital expenditure on Railways, 
Posts and Telegraphs and Irrigation, is of course 
greater, as can be seen from the following 
account of Exchange in the Budget for 1922-23: — - 

(а) Net expenditure of the 

Central Government in 

England in 1922-23 ... £ 30,742,600 

(б) Rupee equivalent of 

above at 2s. per rupee, 
the rate adopted for 
conversion in the ac- 
counts ... Rs. 30,74,26,000 

{e) Rupee equivalent of {a) 
at Is. 4cd. per rupee, 
the average rate as- ^ 
sumed for ..the yeaiv- 
,1922-23 ... Rs. 46,11,39,000 

(d) ' Uifferfr^ce between (6) 

and tc>..:id^epresenting . 

adjustment' fdr ^ . ex- 

, change ■, , ; , Its. 15,37,13,000 
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Deduct amount charged 
to Eailways, Posts and 
Telegraphs and Irriga- 
tion 

Balance chargeable to 
the head “Exchange” 
and in respect of non- 
commercial heads 


Es. 5,41,63,00a 


commercial heads ... Es. 9,95,50,000 

The losses by exchange are, however, more 
artificial than real. They are wholly due to the 
fact that Indian accounts are not prepared on the 
Is, 4td. basis ; when this is done, they will autom- 
atically disappear. 

The Effect of the Outbreak of War on 
Indian Finaiice* 

The following tables show the effect of the 
outbreak of war on Indian finance : — 

In millions of £ 
Budget for 1914-15. 


Eevenue 
Expenditure 
Surplus or Deficit... 


1 

Imperial. 

Provincial. 

Total. ! 

1 

! 

54-237 

30-842 

85-079 

52-981 

34-048 

87-029 

+ 1-256 

—3-206 

-1-950 
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Bevised Estimaies, 1914-15:^ 



Imperial. 

Provincial, 

3\ ' 

o 

B 

Bevenue 

49-927 

30-229 

80-156 

Expenditure 

52-669 

32-446 

; 85-115 

Surplus or Deficit... 

—2-742 

—2-217 

—4-959 


It will be seen that the Budget estimate 
provided for a total Imperial revenue of about 
£54i millions, while the Bevised estimate showed 
a revenue of only about ^ 50 millions, oi a 
decrease of £ millions. The decrease was 
.-due to the war, the chief cause of it being the 
decline under Bailways and Customs, which were 
• seriously affected by the dislocation of trade 
■ consequent upon the outbreak of war. As regards 
the decline in the Provincial revenue,, there was 
a heavy fall under Excise (i£-266,000). Land 
^Bevenue 255,000), Stamps (£ 167,090) and 
Eorests (271,000). The decline in the Provincml 
revenue as compared with that in the Imperial 
revenue w'as small. It was natural that ' Imper- 
ial revenue should suffer more by the outbreak 
of war ' as it is naore dependent on ttade condi- 
tions wbich^are largely affected by war. The war 
60hvel'ted''fen anticipated Imperial surplus- of 

niilliQp|: into a deficit of £2| millions. Combin-- 
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: ing the Iniiperial and Provincial sid^s^ the total 
deficit, as shown hy the Eevised estimate, was 
- about £ 5 millions, as compared with the antici- 
pated deficit of about £, 2 millions. 

The Finance Member estimated that in 
1915-16 the total revenue, Imperial and Pro- 
" vincial, would be £ 80,400,000, and the total 

expenditure, £ 84,435,000, resulting in a deficit of 
£ 4,035,000. He, however, proposed no additional 
taxation to cover this deficit, for which he gave 
the following explanation in his Budget speech : — 
‘‘ The first method of adding to our resources 
which would naturally suggest itself — one, indeed, 
which we have very seriously considered — is to 
follow the lead of the mother country and impose 
special taxation ; and I have no doubt that the 
majority of the members of this Council have 
been asking themselves for sometime past what 
line we shall take on this question. Those who 
have followed my remarks on the revenue postion,, 
will, however, have already had their anxiety 
relieved. We do not propose on this occasion to 
; raise any money by increased taxation. We 

should not hesitate to do so to meet a deficiency 
in revenue which promised to be of a more or 
less abiding character. But the present circum- 
stances are altogether peculiar. We know that, 
ordinarily, we can count on surpluses. India 
too has a very small unproductive debt ; and with 
trade conditions depressed, and the present 
abnormal rise in food prices in a large part of the 
country, we habve . come to the conclusion that 
. we ought not to add to existing taxation unless 
■it is absolutely necessary. .We hold that this 



324 


INDIAN budgets. 



' necessity has not yet arisen, since the deficits 
the current and coining years are, as already 
stated, entirely the product of special and tem- 
porary circumstances ; while as regards ways 
and means, we see our way, in spite, of these 
deficits, to financing all outlay immediately 
necessary. "W^e have to bear in mind, too, in 
dealing with an essential point of policy lihe this, 
the possibility that an improvement of conditions, 
whether by the conclusion of peace or otherwise, 
may, after all, take place sooner than we are yet 
entitled to assume. When this occurs, we shall, 
I have no doubt, rapidly regain at any rate a 
large portion of the savings banks deposits which 
have been withdrawn from us, and may hope for 
im provement in other directions as well ”. 

The Budget eoe 1916-17. 

The Finanace Member hoped that the war 
would end before the close of the financial year 
1915-16, and that was his main reason for not 
proposing additional taxation. But the war 
was not to end so soon, and increase of taxation 
vcould not be avoided. The Eevised estimate for 
1915-16 showed a deficit of £ 2'7 millions as 
compared with the anticipated deficit of about 
£ 4 millions. The deficit in 1916-17 was expected 
to be £ millions if there was no taxation. 

There was every probability that the 
war would continue throughout 1916-17. The 
war continues”, said the Finance Member in 
proposing additional taxation, ** and we cannot 
go on year after year with uncovered deficits ”. 
He reminded the House of what he had said in 
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this coBnection a year ago, that, if it become 
necessary, additional taxation would be imposed. 

The new taxes took the form of an increase in 

import duties, an additional duty of 4 annas a 
maund on salt, and the imposition of higher 
rates on incomes above Es. 5,0flp* The general 
tariff was raised from 5 per cent, to 7i per cent.;/^" 
ad valorem, except in the case of sugar, which 
was raised to 10 per cent. The free list was 

curtailed materially, and special ^duties were 

imposed upon wines and spirits and tobacco. 
The only important article whose imports were not 
affected by the revision of the tariff was cotton. 

It was felt that the proposal to increase the duty 
on piece-goods, which stood at 3i per cent., would 
be most unfortunate, as it would provoke a 
revival of old controversies at a time when they 
specially desired to avoid all contentious questions , 
both here and in England, and might prejudice 
the ultimate settlement of the larger issues raised 
by the war”. Export duties were at the same 
time imposed on tea, raw jute and manufactured 
jute. The revision of the tariff was expected to 
yield £ 2*1 millions. 

The chief features of the Income Tax Act of 
1886, which it was proposed to amend were as 
follows : — 

The Act exempted 

{a) Incomes derived from land assessed to 
land revenue and from agriculture. 

(6) Incomes derived from property solely 
employed for religious or public charitable pur- 
poses. 
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(c) Salaries of officers and soldiers employed 
in a military capacity when these do not exceed 
Es. 500 a month, or Es. 6,000 a year. 

(d) All incomes which would otherwise be 
taxable if these are less than Es. 1,000 a year. 

Originally only incomes which were less than 
Es. 500 were exempt, but the limit W’as raised to 
Es. 1,000 in 1903.^ Incomes between Es. 1,000 
and Es. 1,999 paid 4 pies in the rupee, and incomes 
above that amount 5 pies in the rupee. 

The new proposals left all incomes of less 
than Es. 5,000 a year untouched. Incomes from 
Es. 5,000 to Es. 9,999 were charged 6 pies in the 
rupee ; incomes from Es. 10,000 to Es. 24,999 
were charged 9 pies in the rupee, and incomes 
of Es. 25,000 and upwards, 1 anna in the rupee. 
Profits of companies were charged at the anna 
rate, but this was subject to abatement, or ex- 
emption, to individual shareholders who could 
show that their total income was such as to 
warrant a lower rate of taxation or none at all 
(that is, if income from all sources was less than 
Es. 1,000 a year). Interest on securities was 
taxed similarly, i.e., the initial rate was 1 anna, 
but the holders could obtain refunds of the whole 
or part of sum recovered with reference to their 
actual income of all kinds. The increased tax- 
ation of income was expected to yield £ 900,000. 

The changes in the Income Tax affected a 
very small number of persons. The total number 
of income tax assessees in 1914-15, counting 
companies as persons, was' about 832,000. 

Baised to Rs. 2,000 in 1919 
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Of those about 216,000 were assesse<^ on inccines ■ 
between Es. 1,000 and 1,999, and 79, 000' between 
Es. 2,000 and 4,999. ^ Thus no less than 295,000 
' a^sessees under the Income tax were unad'ected' 
by the new rates of taxation. • 

The yield of the new taxes was estimated to . 
be a little over ^ ?r6 millions as under ; 

(a.) .£ 2,150,000 from Customs and con- 

sequential changes in the excise duties oa liquors. 

^ (5) 1^600,000 by the enhancement of the 

duty on salt. 

(c) ^ 900,000 by the increase under Income- 

'ThjX. 

The Budget, as finally passed, showed an 
Imperial surplus of £ -826 million, 'and a total 
surplus of £ *473 million. 

Ways and Means. 

In the Way and Means estimate for 1915-lG, - 
£9*4 millions had been provided for capital outlay.. 

But reasons of economy compelled (xovernment 

to cut down their railway programme and ‘to 
reduce the outlay on irrigation, so that no inorQ , 
than £6*1 millions was spent under capital outlay^ ^ 
O'n the resources side, W’^hile it was expected that^ .^,. 
the Secretary of State would be able to raise, 
£ 6*5 millions by a sterling loan in England, the . 
Victual sum realised was only £ 3*1 millions. 

Wsbys and Means estimate for 1916-17 /wniS ^ 
therefore more modest and less optimistic than , 
that for the preceding jean. Capital .expenditure. , 
was cut down to the lowest possible limit . , 
£' 3 millions was allowed for railways .and £ 1*%' 
niillions for i negation .and pelhL Thete was 
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be DO sterling loan. A rupee loan carrying 
interest at 4 per cent, and redeemable in ten or 
fifteen years at the option of Government, was 
to be issued. It was expected to yield £ 4*3 
millions ; the actual yield was £ 4*22 millions^ 
exclusive of the sum subscribed through the Post 
Office savings banks, £ 216,645. 



The Revised Estimate for 1916-17. 

As compared with the Budget estimate, the 
total revenue for 1916-17, as shown by the 
Bevised estimate, was found to be £ 10.226 millions 
greater, but expenditure had also increased, with 
the result that the total surplus amounted to 
£ 7.299 millions. 

A great part of the increase in revenue was 
due. to an unexpected increase of over £4 millions 
under Railways. The rains had been good and 
trade and economic conditions were more favour- 
able than in the preceding year. Further, the 
absohce of competition from the coasting trade^ 
which meant more traffic for the railways, swelled 
railway receipts. The increase under Customs 
also reflected the more favouable trade conditions. 
Opium and salt also yielded more revenue ; in the 
first case, higher prices were realised at the 
auction sales in Calcutta and for medicinal opium 
sold in England, and in the second, there 
was increase in the demand for salt of local . 
manufacture oWing chiefly to a decline in the 
import of salt into Bengal. The increased rupee 
coinage during the year yielded a little more than 
£| million, while the expansion of postal business 
and increase in the number of field service tele- 
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grains produced an additional £ 300,000. The 
increase in expenditure was chiefly due to an 
increase of about £ 4 millions under Military 
Services. 

The ways and means position was alsa 
satisfactory. With their improved resources 
Government were able to extinguish their total 
emergency war indebtedness, which amounted 
to £ 4.6 millions. Capital expenditure in 1916-17 
was only £ 2‘4 millions, as compared with £ 2.4 
millions, the estimated outlay. Owing to difficulties 
of obtaining material, railway capital expenditure 
w^as one-half of the estimated expenditure. 

Budget FOE, 1917-18. 

For 1917-18 the Finance Member estimated 
an Imperial surplus of £ 2.8 millions, if there was 
no increase in taxation. But in view of the 
proposed financial contribution to the war by 
India, a larger surplus was required. 

India's Financial Contribution to the War. 






Up to the end of 1916-17 India's total net 
contribution towards the cost of the war, in respect 
"f of the Expeditionary forces, was about £ Il| 

; millions, which was expected to increase to £ 15^ 

! millions by the end of 1917-18. Under Section 

22 of the Government of India Act, wnich forbids 
the application of the revenues of India to defray- 
ing the expenses of any military operations 
carried on beyond the frontiers of India, except for 
! preventing or repelling an actual invasion, or in 

the case of some other sudden or urgent necessity,, , 
j India could claim this amount from England, and 


i 
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a special Eesolution had to be passed by the 
Parliament in order to give effect to the proposal 
of the Indian Government that India should bear 
the cost of the Expeditionary forces employed out 
of India. Further, very heavy payments were 
made in India by the Government on behalf of the 
British Govenment for purchases made in India , 
by the latter, while a large part of the receipts 
w^ere re-lent to the British Government. , The 
total sum invested in British securities by India, 
since the beginning of the war up to the end of 
191(3-17 amounted to ^46i millions, of which 
£ 35 millions represented wholly new investment. 
The Government of India, however, felt that 
India might make a further direct financial con- 
tribution towards the cost of the war, and at the 
beginning of January 1917, the Viceroy addressed 
a telegram to the Secretary of State suggesting 
that the Government were prepared to accept an; 
ultimate special contribution of £ 100 millions to 
the war. The recurring liabilities which this 
special contribution involved amounted to £ 6 
millions annualy. 

The Imperial surplus was estimated to be 
about £ 2f millions ; therefore more than £ 3, 
millions had to be raised in 1917-18 by means 
of additional taxation. 

The New Taxes. 

The new taxes proposed by the Finance 
Member, and accepted by the Council, were, a 
super-tax on the largest incomes, higher duties^! 
on the exports of jute and imports of Gotto^^ j 
and a surcharge on railway goods traffic. \ 
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The super tax supplemented the ordinary 
income tax- It affected incomes exceeding 
Es. 50,000 annually, and was levied in an ascen- 
ding scale as given below : — 

For every rupee of the first 
, Es. 50,000 of the excess, 
i,e,, between Es. 50,000 and 
1 lakh ... 1 anna per rupee. 

For every rupee of the next 
Es. 50,000 of the excess, 

' between Es. 1 and li 
lakhs ... annas per rupee* 

For every rupee of the next 
Es. 50,000 of the excess, 
i,e., between Es. and 2 
lakhs ..2 annas per rupee. 

For every rupee of the next 
Es- 50,000 of the excess, i e., 
between Es. 2 and 2i lakhs 2| annas per rupee- 
For every rupee of the excess, 
i.C; on everything over 
2i lakhs 3 annas per rupee. 

The duties on raw and manufactured jute 
imposed in 1915-16 were double^d It was expected 
that, in view orour monopolist position in respect 
of jute production, the Indian exporter of jute 
would be able to pass on the duties to the foreign 
consumer. 

The duty on the imports of cotton goods was 
increased from 3| to 74 per cent, ad valorenif 
w^^hich was the general tariff rate. The. cotton 
excise duty was not raised, and it remained at 3i ■ 
per ceint. ... ' . . . 
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A surcharge on railway goods traffic was 
imposed at the rate of 1 pie a maund on coaly 
coke and firewood, and two pies a maund on other 
articles. 

The additional taxes were estimated to yield 

millions in 1917-18. 

The Budget for 1917-18 as finally passed 
anticipated a total revenue of £> 98*871 millions 
against a total expenditure of £98*833 millions,, 
and thus a surplus of £*038 million. These 
figures include, as regards Imperial transactions^ 

£ 6 millions on account of the war contribution 
and £3^ millions of additional taxation. 

In the Ways and Means estimate provision 
was made for capital expenditure on Eailways, 
Irrigation and Delhi of £ 4*5 millions, of which 
£3*6 was intended for railways. The revised esti- 
mate showed that the actual capital expenditure 
fell short of the Budget estimate by £ 600,000. 

The Bevised Estimate for 1917-18. 

In introducing the Financial Statement for 
1918-19 the Finance Member said : — 

The general situation I have now to des- 
cribe is, in many ways, similar to that outlined in 
my speech last year. The revenue position is 
again excellent. Our Bailway receipts have once 
more broken the record, and far exceeded the 
figure estimated in the current year’s Budget. 
The result is that we are able to face with 
equanimity a considerable, increase in military 
charges. M Our financial embarrassments, as I 
shall prftently show, are mainly due to HiSy^^ 
Majesty’s Government constantly increasing ex- " 
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penditure which is repaid to the Secretary of 
State at Home. Simultaneously there is serious 
and growing demand on our resources to finance 
the shipment of materials required for the pro- 
secution of the war, and of which 

the Allies and many portions orthe Empire are 
drawing from India. The account which I shall 
give later on of the calls which we have had to 
meet will be a sufficient indication of the anxieties 
which the year now coming to a close has brought 
with it ’’ 

The total Imperial revenue in 1917-18 was 
about £ 10 millions greater than the figure ta.ken 
in the Budget, while Imperial expenditure had 
increased by about £ millions. Nearly half the 
increase in revenue was due to Eailways. The 
rise in exchange was a source of considerable gain, 
but the rise in the price of silver increased the 
cost of the rupee coinage. Allowing for the loss 
on coinage, there was a net gain by exchange 
of about £ 1 million. Under Salt there was an 
increase of nearly £ li millions, due to large 
Mvance payments in Northern India to secure 
priority of issue from the stock there. The rise 
of prices which swelled the value of our foreign 
trade and thus affected the ad valorem duties, 
brought an increase of over £ 1*7 millions under 
Customs. With the exception of Opium, which 
showed a considerable decrease, the other heads 
of revenue showed a material increase. 

There was an increase in Imperial expen- 
diture of £4*3 millions, chiefly under Military 
charges. On the Provincial side, there was a 
surplus of about £ 2*3 millions. 
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' Borrowing in 1917 - 18 * ( 

lu order to discharge India’s war contri- 
bution of £100 millions, promised to the Britisfe 
Government in January 1917, a war loan had 
been floated. The proceeds of the loan were to 
be handed over to the British Government, and 
the balance was to be defrayed by debt. The 
War Loan produced £ 36T millions. The Pre- 
sidency Banks rendered valuable help to the 
Government in raising the Loan. 

In order to meet heavy payments incurred on 
behalf ot the British Government and the Secre- 
tary of State’s Council bills, Treasury bills were 
issued in India in October 1917 which could be 
taken at option for periods of 6, 9 or 12 months- 
Including a special temporary loan taken frbru 
the Bank of Bombay, Government expected 
to raise in this way £30 millions by the end of the 
flnancial year 1917-18. The total payments made 
in India in 1917-18 for Council bills and on 
behalf of the British Government and other 
countries amounted to no less than £ 111 milliohS- 

The Budget foe 1918 - 19 . ' 

The Budget estimate for 1918-19 as fmall j 

passed is given below : — ' ' 
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In millions of £ 


Imperial 

Provincial 

Total 

74-303 

34-887 

109-190 

71-7-21 

84-756 

106-477 

i- 2-582 

+ •131 

2-713 


Revenue 

Expenditure 

Surplus 


mated a total surplus of £ 2| millions. He did 
not propose any additional taxation. In the 
Ways and Means estimate he provided £5 
millions for capital expenditure and £ 5*9 for dis* 
charge of debt. 

The borrowing programme for 1918-19 con- 
sisted in the issue of a second war loan, the 
proceeds of which were to be entirely handed over 
to the British Government in payment of India's 
contribution of £ 100,000,900. The second WJlr 
loan, as, the first, was for an unlimited amount. 
Three material advantages to India and the 
. Empire were expected from raising a large war 
loan in India, first, it would give fresh money ;t'p| 
the British Goveimment for conduct of tile’ 

war and thus India’s contribution would be moi*^ 
:useful than if she. merely took over a portipm^^ 
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the preTiously existing British war debt; second, 
it would assist the Government of India in obtain- 
ing funds for the financing of war expenditure in 
India to meet the needs of the British Government 
and third, India would gain economically by her 
contribution being raised by borrowing in India, 
for, in this case, interest on the loan would be 
disbursed in India, while if she took over a portion 
of the British debt, the interest would be lost to 
the country. 

The main section of the loan (i.e., exclusive 
of the Post Office section) yielded about iKs. 51 1- 
•crores. 

Bevised Estimate for 1918-19, 

'' It is doubtful,” said Sir James Meston in 
the course of his remarks on the characteristics 
of the year 1918-19, while introducing the 
Financial Statement for 1919-20, whether in 
the financial history of British India there has 
been a year of more diversified character, or 
varied difficulties, than 1918-19.” The year was, as 
the Finance Member characterised it, ‘‘a period of 
crisis and dramatic change.” At the beginning of 
the year the long threatened German offensive was 
developing in France, and every effort was made 
in India to supply men and munitions for the 
Allied armies. The first half of the year was 
:a period of great trade activity. There were 
heavy exports of food-stuffs and other articles of 
national importance. Railway receipts increas. 
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6d, and on account of the heavy sales of bills by 
the Secretary of State at rising rates of exchange 
gains by exchange were large. In September 
1918, high hopes were formed of a record surplus 
at the close of the financial year. But then 
came the cessation of hostilities, and with it the 
trade depression. The monsoon also failed and 
the influenza epidemic took a heavy toll of life, 
which seriously weakened agricultural pow’er. 
The shortage of supplies checked exports and the 
Secretary of State stopped the sales of Council 
drafts after October. All this reacted on Indian 
finance. One of the direct effects of scarcity was 
the remissions and suspensions of land revenue. 
The total Imperial share of the loss under Land 
Eevenue amounted to 1 million. However, 
Railways, Customs and Mint showed an increase 
of revenue, thanks to the favourable conditions 
during the first half of the year. Sir William 
Meyer had budgeted for a total Imperial revenue 
of about £ 71i millions, giving a surplus of over 
£ millions. The Revised estimate showed that 
the revenue was better by £ 11 millions, but the 
expenditure had increased by £ IQ millions, with 
the result that instead of the anticipated surplus 
there was a deficit of millions. The increase 
in expenditure was due to the liability accepted 
in September 1918 for the cost of 200,000 addi- 
tional Indian troops which amounted to £ 12-^ 
millions. 

The Ways and Means position in India in 
1918-19 was one of some .difficulty and great com- 
plexity. The funds provided by the Government 
for remittance purposes in 1918-19 reached a 
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total of no Ifess than £ 141-3 millions, inclM^^ 
£72‘7 millions war outlay on behalf of the British 
Government recoverable in London and £ 20*& 
millions of Council bills. 

Budget fob 1919-20.- 

The framing of Budget estimates for a year 
immediately following the cessation of hostilities 
"is a matter of no small difficulty. These were 
graphically described by the Finance Member in 
his speech introducing the Financial Statement. 

'' The task of forecasting our resources and 
requirements for next year is unusually per- 
plexing. On the military side there is no exper- 
ience to guide us in calculating the legacies of a 
great war. The peace and cost of demobilization,, 
the futurU strength of the army and its reserves,, 
the new equipment which the lessons of the war 
will force upon us — all these are uncertain. On 
.the, civil side, our external trade is largely 
governed, by shipping, which may or may not 
be available, and there is thus no estimating with 
any confidence for our customs revenue, our 
gains or loss by exchange,, etc. Our internal 
trade whll be affected by scarcity, and may be 
..seriously hit by a slump in prices : hence un- 
certainty about our Bailway earnings and other 
important heads of revenue. After the strain 
and artificial conditions of recent years it is not 
easy to speculate how far the rebound will go or 
w.hut directions it will take, and the only thing 
that is certain is that' we must incur a large 



expenditure to recover the ground which has been, 
last in a period of severe ecGnomy.”' , 
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The Finance Member, however, thought that 
there was no cause to be very pessimistic about 
the year 1919-20. India had made money during 
the war, and was well-prepared to meet a period 
of depression. He therefore took an optimistic 
view of Indian revenues, and allowed for a 
substantial increase under the majority of the 
more important heads of revenue. He estimated 
the revenue in 1919-20 to be £ 80 millions, or 
£ 5 millions less than the estimated expenditure, 
£ 85 millions. To fill this gap and in order to 
get a surplus he asked the Council to impose a 
50 per cent, duty on excess profits earned in 
1918-19. The loss of super-tax since super-tax 
and excess profits duty were not to be assessed 
on the same business) he estimated to be £ 1 
million, and of the Income Tax (since a rebate 
was to be given for the purpose of this tax in 
respect of the amount paid as excess profits 
duty at £ 450,000. Allowing for these losses, the 
receipts of the excess profits duty were estimated 
to be about £ 6 millions. The Budget as finally 
passed anticipated a surplus of £ (300,000. 

Under Ways and Means the Finance Member 
provided for a capital outlay on railways of 
£ 17‘7 millions, which was far in excess of the 
largest railway programme {£ 12 millions) ever 
previously undertaken. He proposed to raise 
a loan in India of Es. 15 crores (the sum realised 
was 214 crores) and to discharge Treasury bills 
amounting to £ .8 millions, and liquidate a certain 
amount of the tempoifary liabilities of Govern- 
ment apart from Treasury bills. 
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JRevised Estimate for 1919-20. 

In framing the estimate of revenue and ex- 
penditure for 1919-20 the Pinance Member (Lord 
Meston) had taken an optimistic view of the 
financial situation. The Eevised estimate showed 
that his optimism was justified. It is true that 
owing to scarcity, resulting from the failure of 
the monsoon in 1918, famine had to be declared 
in 12 districts of British India, but the monsoon 
of 1919 was good, which relieved the immediate 
scarcity, though it did not lower the prices of 
food-stuffs. Economic conditions generally in 
1919-20 were favourable to trade. The improve- 
ment in freightage and traffic facilities led to the 
expansion of both imports and exports. The 
exporters, particularly, did very well, and India 
had a record balance of trade in her favour at the 
close of the financial year (1919-20). Another 
proof of growing industrial activity was furnished 
by the record number of company floatations 
during the year. As the result of the improved 
conditions of trade, receipts under Eailways amd 
Customs and Income Tax were greater than the 
figures taken in the Budget. The net result wa^s 
that Imperial revenue was Es. 135^ crores against 
an estimated total of Es. 129^ crores. The 
ordinary expenditure (excluding Military services) 
amounted to Es. 69 crores against an anticipated 
total of Es. 64 crores. But the total expenditure 
including the Military services was much greater 
than the anticipated expenditure. Lord Meston 
had expected a surplus of £ 600,000; Mr. (now 
Sir) W. M. Hailey announced a deficit of £ 14^ 
millions. The explanation of the deficit was given 
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in the following passage of the [Financial State- 
ment for 1920-21 : 

‘‘ In presenting the military estimates for 
the current year it was assumed that the year 
1919-20 would be one of demobilization. Unfor- 
tunately, as the Council are well aware, this 
anticipation has not been realised. We were 
compelled not only to postpone the disbandment 
of considerable bodies of additional troops which 
were raised in India in 1918, but also to adopt 
every expedient w’hich economises human life 
at the expense of mechanical contrivances, and 
which makes life more comfortable on field service. 
High prices ruled everywhere and these affected 
not only the cost of material but the cost of our 
Indian recruits, including follo'wers. But the 
expenditure w’as unavoidable; when it is a question 
of war, purely financial considerations must give 
way 

The Afghan war cost £ 14f millions. It was 
entirely responsible for converting a small an- 
ticipated surplus into a big deficit. 

The Afghan war had another important 
effect on our finance. Lord Meston had hoped to 
reduce the Treasury bill outstandings of Govern- 
ment during 1919-20 by about Es. 22 crores. But 
owing to the Afghan war and frontier operations, 
the Government, so far from discharging the 
Treasury bills, had to issue fresh bills, and in 
October, their outstandings had grown from 49J 
crores on April 1 to no less than 68 crores. 

In 1919-20 the Government of India provided 
funds amounting to 130 crores in India in con- 
nection with remittance transactions. But the 
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difficulty of financing these transactions was now 
much less than during the preceding two years, 
when Government’s cash balances were locked 
uo in London and could not be transferred to 
India With the cessation of hostilities in Europe 
and the gradual removal of war restrictions it 
became possible for the SecretaiT ^of State to 
retransfer his surplus balances to India by means 
of gold remittances. With their receipts of gold 
from the Secretary of State and the proceeds of 
the sales of Eeverse Council bills, Government met 
Es, 80 crores of liabilities out of a total of loU 
crores, and they had to find only 60 crores by 
other means. 

Gains by Exchange- 

The gains by exchange in 1919-20 amounted 
to no less than Es, 22i crores, as conapared wuth 

crores in 1918-19. This was due to the fact that 
the Government of India’s accounts were kept 
throughout the year 1919-20 (as in previous years) 
on a Is. id. basis, while the exchange during the 
greater part of the year was much above ‘2s. 

From the gross gains by exchange certain 

losses must be deducted in order to find the net 

gains. There was a loss of Bs. 4i croreS on rupee 
coinage on account of the rise in the price of silver, 
and 64 crores on gold purchases, ac<^uisition an 
sales arising from the premium over sterling 
parity at which the Secretary of State made his 
gold purchases. The net gains were thus reduced 
to Es. Hi crores. Of this amount Government 
decided to credit Es. TKci’ores ^io the Eailway, 
Irrigation and Delhi capital account. The remain- 
ing sum of Es. 4| crores was appropriated for 
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meeting;, in part, the loss arising from the reval- 
uation on a 2s. basis of that portion of the Paper 
Currency Reserve which was kept in the form of f 

sterling securities or gold. The rise of exchange ; 

reduced the value in rupees of all sterling holdings 
of the Government, and the loss from the 
revaluation of sterling securities alone held in 
the Paper Currency Reserve w£is estimated at 
Rs. 21 crores. [ 

Budget for 1920-21. i 

I 

The Finance Member estimated the total ‘ 

revenue, Imperial and Provincial, to be £ 134*3 ; 

millions and expenditure £ 132*2 millions, leaving 
a surplus of £ 2 millions. The estimate j 

assumed the discontinuance of the Excess Profits 
Duty which was imposed as a temporary measure 
in March 1919. No new taxes were imposed, but, 
there was a readjustment of the super-tax. 

In the Budget for 1918-19 provision had been 
made for £17*7 millions for Railways. Of this 
amount, owing to the failure of English supplies, 

£ 14*5 millions was spent, which sum was reduced 
to £'10,211,000 by gains of exchange. For 1919-20 
the Finance Member raised the provision to £. 18 
millions for expenditure in England, and Rs. 4i 
crores for expenditure in India, The majoi: 
portion of the total sum was #o be utilised for in- 
, greasing traffic facilities to enable the railways to 
meet the increased demand on their resources on 
account of the revival of trade. 
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General Characteristics of the Year 1920-21. 

Th0 y 03 fr 1920-21 wBjS & poriod of tr&do 
depression. The trade boom of 1919 had passed 
away. We have seen that in 1919-20 India had 
a record balance of trade in her favour. Owing 
to the changed conditions of 1920-2 1 the balance 
of- trado had turned against India, and the 
excess of imports over exports amounted to no- 
less than 79 crores. The exchange fell steadily 
during the year. One effect of the faU in exchange 
was the increase in the sterling obligations of the 
Government. Government accounts were now 
kept on a 2s. basis, while the average rate during 
1920-21 was about Is. 9a!. The monsoon of 1920 
was poor. 

The Budget for 1920-21 as finally passed 
anticipated a total revenue of Es. 132 crores 
against an expenditure of Es. 130 crores. The 
expenditure, however, included an item of Es. 8f 
crores representing an appropriation from revenue 
for meeting the deficiency in the Paper Currency 
Eeserve caused by the revaluation on the Is- 
basis of its sterling portion. It was subsequently 
decided to meet this deficiency, not from revenue, 
but by appropriating the income from the Curren- 
cy in-westment with effect from 1921-22, so that 
Bs, 8l crores set apart for this purpose must be 
added to the anticipated surplus. The Eevised; 
estimate, however, showed a deficit of Es. Ilf 
crores. The deficit was due to a decrease under 
most of the revenue heads, with the exception of 
Customs and Taxes on Income. The net receipts 
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from Eailways were Es. 7i crores less than the 
amount anticipated, chiefly owing to the increase 
in the working expenses. The greater part of 
the deterioration of Es. *22 crores was, however, 
the result of the increase in the military expen- 
diture. Against a Budget provision of Es. 52'2 
crores the actual expenditure amounted to no- 
less than Es. 70*4 crores. The occupation of 
Waziristan and other frontier operations were 
responsible for the increase. 

The year 1920-21 w^as the third deficit year ;; 
the deficit in 1919-20 was 23 crores, due to the 
Afghan war, and in 1918-19, 6 crores. The 
financial situation was thus steadily growing 
from bad to worse. The Finance Member em- 
phasised the danger of financing deficits by 
increasing the floating debt of the Government 
in the following passage of his Budget speech : — 

‘‘ The deficits, including that of the current 
year, have been, or are being, met either by 
increasing our floating debt, i, 6., by issuing 
treasury bills to the public or by increasing fresh 
currency notes against the security of treasury 
bills created ad hoc^ i. e., against our own I. 0.. 
U’s. I feel confident that the House will agree 
with me that it is impossible to allow this process 
to proceed further. The path w^hich the necessi- 
ties of the war, and the chaotic conditions of the 
world’s trade and exchanges w^hich followed 
the termination of the war, have forced us to‘ 
tread, is a broad and easy one, but, if followed 
continuously, can only lead to national bankrupt- 
cy. Certain of the countries of the world have 
slipped so far down the hill of financial demorali- 
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sation that it needed the International Conference 
at Brussels to emphasise this elementary fact. 
It is true that India has. sinned less than most 
other countries; it is also true that our recent 
deficits have in the main been due to war or 
warlike operations on our frontiers. But the 
fact remains that we have been outspending our 
income, and unless we. take early steps to make 
both ends meet we shall assuredly find sooner or 
later, that, with our revenues mortgaged and our 
credit impaired, not only will there be no money 
for the development, moral and material, which 
India so greatly needs, but it will even be difficult 
to carry on the administration at its present level 
■of efficiency 

The Finance Member also referred to the 
^effect of the Eeforms upon Imperial finance. If 
the new classification, which came into force on 
1st April 1921, had been in existence in ]920-'21, 
then, according to the Budget estimates of reve- 
nue and expenditure, the Provinces, after paying 
to the Central Government the contributions 
fixed by Parliament, would have had in the 
aggregate Es. 11 crores more revenue at their 
disposal, and therefore the Central Governmenf? 
11 crores less. There was thus an imperative 
need for increasing the resources of the Central 
'Government. 



Ijidiaii Finance since 1st April, 1921, 

The first of April, 1921, is an important date 
in the history of Indian finance, as it marks 
the separation of Imperial from Provincial finance. 
In the Budgets that we have discussed in the 
preceding chapter, provincial figures were in- 
eluded in the Indian Budget. There was a close 
connection between Imperial and Provincial finance 
before the recent grant of financial autonomy to 
the Provinces. Certain heads of revenue were 
divided equally between the Imperial and Pro- 
vincial Governments; the remaining sources of 
revenue were entirely Imperial or entirely Pro- 
vincial. In most of the Provinces the divided 
heads were : land revenue, excise, stamps, income 
tax and the income from the large irrigation 
works. The entirely Provincial heads were: 
forests, registration, the receipts under the spend- 
ing departments managed by Local Governments 
such as ordinary public works, police, education, 
medical, courts and jails. The following sources 
•of revenue were wholly Imperial: opium, salt, 
customs, mint, railways, posts and telegraphs, 
military receipts and tribute from Native States. 
Like heads of revenue, some of the heads of 
expenditure were commonly shared by Imperial 
and Local Governments, while the others were 
.entirely Local or Imperial. The responsibility 
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for all outlay connected with defencey railways, in- 
terest on debt, posts and telegraphs and the Home 
‘ Charges rested with the Imperial Government; 

the Provinces were responsible for expenditure 
relating to land revenue and general administra- 
tion, education, the medical department, police, 
jails and forests. The common heads of expendi- 
ture were irrigation and ordinary public works. 

The Imperial Government, further, acted as a 
banker to the Provincial Governments, as it kept 
their balances. These balances consist of large 
grants made by the Imperial Government to the 
; Provinces in the past for expenditure on edu- 

I cation, irrigation, sanitation, agricultural and 

i , veterinary development and other similar objects, 

1 Provincial Governments could not spend the 

money at once and the result was the accumula- 
tion of balances which in 1920-21 amounted to 
Es. 7,66 lakhs. 

j I The abolition of divided heads involved the 

disappearance of Provincial figures from the Indian 
f Budget. Land revenue, irrigation, stamps and 

: excise have now become wholly Provincial, and 

the income tax wholly Imperial. 

The main reason for this important change 
I in our financial system was that the political 

autonomy of the Provinces under the Eeforms 
scheme would have been incomplete without 
financial autonomy. The authors of the Indian 
, constitutional reforms thought that the Provinces- 
should not be dependent on the Central Govern- - 
ment for carrying out any schemes of Provincial 
development. They attached very little import- 
1 ance to the argument that the authority of the 
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Ooverument of India would be lowered if the 
Provinces were freed from the financial control 
which it exercised over them. On the other hand, 
they thought it was impossible that the old sys- 
tem should work successfully under the new 
conditions, as a large popular element had been 
introduced into the government of the Provinces 
while the Central Government was still an 
Official Government.” 

As a result of the proposed financial changes 
a large deficit in the Indian budget was anticipat- 
ed. This w'as to be met by annual contributions 
of fixed amounts from the Provinces to the 
Central Government. The rules framed under the 
Government of India Act (Sec. 45. A.), in accord- 
ance with the recommendations of the Meston 
Committee, provided for a total Provincial contri- 
bution of 9,b3 lakhs in the financial year 1921-2-2 
,as follows : — 


Name of Province. 

Contribution 
in Lakhs 

Madras 

of Bupees, 
348 

Bombay 

66 

Bengal 

63 

United Provinces 

240 

Punjab 

175 

Burma 

64 

Central Provinces and Berar 

22 

Assam 

15 

Behar and Orissa 

Nil 

Total 

983 

These initial contributions were levied on the 

basis of the net additional revenues with which 
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each province has been endowed by the new 
financial arrangements. It will be seen that the 
contribution made by Madras, the United Pro- 

Vinces and the Punjab was heavy, but it should 
be remembered that the contribution was not, as 
the Meston Committee put it, “ some new and. 
additional burden extracted from the wealth of 
the provinces,” Those provinces wmch contribu- 
ted most to the Imperial deficit were also the. 
largest gainers under the new financial scheme, as 
is shown by the following table ; 

In lakhs of mpees. 


Province. 

IncreaLsed spending 
power under new dis- 
tribution of revenue. 

Contributions as recoio- 
mended by Meston 
Committee. 

Percentage of total con- 
tribution. 

Increased spending 
power left after pay- 
ment of contribution. 

Madras 

Bombay 

Bengal 

United Provinces ... 
Punjab — 

Burma ••• 

Bohar and Orissa ... 
Central Provinces ... 
Assam ••• 

Total 

57(3 
93 
104 
397 
289 
24 0 

51 

52 
. 42 

348 

53 

63 
240 
175 

64 
Nil 

22 

15 

361% 

5-1% 

18 % 

2 "% 

ii;^ 

228 

37 

41 

157 

114 

182 

51- 
30 
, 27 

1,850 

983 

100 

■ 867 ] 
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From the year 1922-23 onwards the total 
Provincial contribution will be 983 lakhs ‘‘ or 
such smaller sum as may be determined by the [ 

Governor General in Council.” The percentage 
of this total amount to be paid in each year by 
each Local Government has been fixed according: I 

to the following scale : — 1 















a '2; 







c3 ® 

•4*3 

Name of Province. 

CO 


XO 



'IS 

00 CP 



Oi 

01 

Cl 

d 

d 'r^ 


c'l 

CO 


iJC 

A 



Cl 

Cl 

C'A 

Cl 

Cl 

Cl 


c:> 

c:^ 

05 

05 

0 

05 


rH 

I — ! 

r-i 

rH 

1 — 1 

T— 1 

Madras 

32-i 

291 

26^ 

23 

20 

17 

Bombay 

7 

8' 

91 

lOi 

12 

13 

Bengal 


lOi 

12i 

15 

17 

19 

United Provinces ... 

23| 

22,1 

21 

20 

19 

18 

Punjab 

16, t 

: 15 

181 

12 

lOi 

9 

Burma 

62 

i 6 

61 

61 

61 

61 

Behar and Orissa... 
Central Provinces 

li 

3 

5 

7 

8i 

10 

and Berar 


i 3 

31 

4 

4i 

5 

Assam 

li 

! 2 
i 

2 

1 

2 

2 

21 


In cases of emergency a Local Government 
may be required by the Governor General in 
Council, wdth the sanction of the Secretary of 
State, to pay to the Central Government a con- 
tribution for . any financial year in excess of its- 
fixed quota fqr that year.* The contributions are 
a first charge on Provincial revenues. 
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In determining the scale of standard con- 
.tributions, to be levied from 1927-28 onwards, 
the Meston Committee took into consideration 
the indirect contributions of the provinces to 
the Government of India, and in particular, the 
incidence of customs duties and of income-tax, 
the industrial and agricultural wealth of the 
provinces with due regard to their liability to 
famine, and the capacity of each province for 
expansion and development agriculturally and 
industrially. The Committee recommended that 
the provinces should be called upon to contribute 
the standard ratio after an interval of time 
sufficient to enable them to adjust their budgets 
to the new conditions, and that the process of 
transition from the initial to the standard ratio 
should be continuous, beginning in the second 
year of contribution and proceeding in six annual 
steps, as shown by the table above. 

The provincial contributions are not intended 
to be permanent. It is expected that the Central 
Government would be gradually able to reduce 
the deficit due to the new financial arrangements, 
and when this deficit no longer exists, the 
.contributions will also cease. However, the state 
of finances of the Central Government does not 
encourage the hope that it will be able to do 
without the contributions in the near future. 

The effect of the new arrangements on the 
finance of the Central Government may be 
shown by an example. In 1920-21, the total 
Indian revenue amounted to Es. 23,216 lakhs 
■and the total expenditure to Es. 23,127 lakhs 
'(including Provincial figures). The principal 
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heads of revenue, land revenue, opium, sajt, i 

stamps, excise, customs, income . tax £i»nd ‘other 
heads’ contributed 135, 2G lakhs to the total 
revenue. If the new financial arrangements 
and classification had been introduced on Ist 
April, 1920, the total revenue of the Central 
Government (including contributions to the 
Central Government by Provincial Governments) 
would have been reduced to 116,76 lakhs, and 
expenditure to 149,09 lakhs. The share of the 
principal heads of revenue, customs, takes on 
income, sale of. opium and 'other heads’ under the 
new classification, in the total revenue would 
have been 63,36 lakhs. We may bear these 
figures in mind, for they enable us to understand 
the diminished revenues and expenditure of the 
Central Government in 1921-22 and 1921-23 as 
compared with the corresponding figures for 
1920-21 under the old classification. 

The Budget fob 1921-22. 

For 1921-22 the Finance Member estimated 
the revenue at Es. llOi crores, including the Pxo- 
vincial contribution of 983 lakhs, and expenditure 
at 129 crores. There was thus a deficit • of 18|- 
crores, and additional revenue was required to 
meet it. 

The new taxes took the from of an increase 
in the general tariff rate, increase in the sur- 
charge on railway goods traffic, higher postal 
rates and increase in the Income Tax and the 
Super tax. The general ad valorem duty on 
imports was raised form 7|- to 11 per cent., 
except in the case of matches and certain articles 
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of luxury, which were, taxed at a higher rate, 
Thera was ho. increase in the cotton excise, which 
'remained at 3-|- per cent., Th.e higher duty o,h 
matches worked out to one pie per box. The 
’’higher duty on the imports of articles of 
. luxury, such as motor cars, motor cycles,, 
silk piece-goods, fire-works, etc., was increased 


silk piece-goods, fire-works, etc., was increased 
.’from 7|- t'o 20 per cent. The duty on sugar 
' was raised from 10 to 15 per cent, and that 
' on manufactured tobacco, from Ee. 1-8 per lb, 
to Es., 2-4 and on imported cigars and 
cigarettes, from 50 per cent, to 75 per cent. 
The duties on imported wines and liquors were 
also substantially increased. As regards the 
increase in postal rates, the most important of 
the Finance Member’s proposals, that is, raising 
to half-anna the i anna post card and the doubl- 
ing of the minimum charge for letters, w^ere not 
accepted, but, as a compromise, the rate of nine 
pies for letters exceeding half a tola in weight 
was adopted. The changes in the Income Tax 
did not affect the lower grades of the tax, but the 
upper graders were increased so as to work up to 
a. -.maximum of 16 pies instead of 12 pies in the 
^rupee. , ■ . ■ . : 

; \ The Budget estimates as finally passed 
provided for a revenue (including new taxation) of 
dSSi- crores against an expenditure of 127| crores, 
leaving a ^sniall surplus of 71 lakhs. 

Capital ex^penditure in '1^'20-21 amounted % 

* E'S; 27'l crores (inclusive of Exchange), of which 

• railways claimed; 25’3 ; crores. For 1921-22 the- 
-Finance ‘'Member madb a;ptovisibii for' a Eailway 
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capital programme of Es. 15 crores. His borrow- 
ing programme consisted of a rupee loan of 15 
crores in India and a sterling loan of £ 5,000,000 
in England. He made no specific provision for 
the reduction of the floating debt or the deflation 
of the ciiTrenc}^ but in case the rupee loan 
brought in more than 15 crores, he proposed 
to devote the excess to that purpose. 

Bevised Estimate for 1921-22. 

As w^e have seen, the Budget for 1921-22 
anticipated a surplus of Es. 71 lakhs, but on 
1st March, 1922, the Finance Member announced 
a deficit of no less than Ks. 34 crores. The 
revenue was 108 crores, or 20^ crores less than 
the figure taken in the Budget and the expendi- 
ture 1411 crores, or 14i crores more than the 
' amount budgeted for. 

The decline in revenue was due to unfavour- 
able economic conditions. It has been pointed 
nut above that a trade depression followed the 
boom of 1919. The effects of the depression 
continued to be felt during 1921-22, in spite 
of the unusually favourable monsoon of 1921. 
In part the economic depression was the result 
of world wide causes. Owing to the disturbed 
state of Europe, demand for our exports was 
small, and the heavy fall in the value of the mark 
toward the end of the year 1921 checked our 
reviving trade with Germany. For the ten 
months ending January 1922, the balance of trade 
against India was Es. 33 crores. Again, high food 
prices, labour troubles ^.-t collieries, inability of 
importers to take delivery of goods on account of 
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the fall in exchange, were among the factors 
which reduced the volume of trade. The result 
w^as a falling off in the receipts under important 
heads of revenue, as shown by the following 


figures : — 


Customs 
Income Tax 
Salt 
Opium 
Eailways 

Posts and Telegraphs 


Decrease as compared 
with Budget estimate. 
... crores. 

... 90 lakhs. 

... 80 
... 20 

13 crores. 

... II 


The heavy decline under Eailways was partly 
due to the decrease in gross receipts, but chiefly 
to the increase in the working expenses. Owing 
to the shortage in production, high prices had to 
be paid for Indian coal, and heavy purchases 
had to be made in foreign countries. 

The position as regards expenditure is shown 
below : — 

Increase as compared 
with Budget estimate. 
Interest charges ... 2 crores. 

Military expenditure ... 2| „ 

Loss b ... 5i „ 

Increase in civil expendi- 
ture ... 3i „ 


Total ... 14| crores. 

The increase in interest charges was due to 
the increased sterling borrowing and the larger 
proceeds of the rupee loan issued in 1921. The 
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increase under Military charges was due to the 
operations in Waziristan which cost 6f crores 
against an anticipated expenditure of 3 crores. 
The loss by exchange was caused by the fall in 
exchange to Is. 4d.^ while the rate assumed in 
the Bu%et w-as Is. 8d. 

The Finance Member in concluding the 
review of the year 1921-22 said : — 

‘‘ x4.itogetber, then, our expenditure is some- 
what over 14:1- crores more than we expected ; and 
the total deficit will amount to no less than 34 
crores. If you carry your minds back to the 
history of the last three 3 mars, the House will 
realise that this is norv the fourth deficit in 
succession. In 1918-19 it amounted to 6 crores ; 
in 1919-20, mainly due to the Afghan war, the 
deficit "was 24 crores ; our final accounts of 
1920-21, swollen by many adjustments of arrear 
expenditure on the Afghan war and the Great 
War, show’ed a deficit of 26 crores. Adding the 
34 crores to which I have just referred, the total 
excess of expenditure over revenue in the four 
years comes to 90 crores 

B( DGEr FOR 1922-23. 

In framing the estimates of revenue and 
expenditure for 1922-23 the Finance Member 
assumed that the year will be a period of reviving 
trade. There are already some signs of the 
revival. Though the stocks of Indian goods in 
foreign countries are still large, the demand for 
our exports is increasing, which is shown by the 
fact that the total exports from India in Decem- 
ber 1921, were greater than those of any month 
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siBce September 1920. The Finance Member 
expected an increase in the imports of piece-goods 
in 1922-23 and in the exports of jute, and he esti- 
mated the Customs to be 36*42 crores, or nearly 3 
crores in excess of the Customs revenue in 1921-22. 
Under Income Tax a loss of 1 crore as compared 
with the receipts in 1921-22 was anticipated. Salt 
was taken at 7 crores, practically the same as 
the raceipts under this head in 1921-22. Under 
Bailways, net receipts of 244 crores were expected, 
but interest and other indirect charges were 
estimated at 26 crores, so that the railwa37s would 
be working at a loss of more than a crore. A 25 
per cent, increase in passenger fares which the 
Finance Member proposed and which was accepted 
by the Legislative Assembly will, however, cover 
the loss and leave some margin for replacements 
and renewals. Under Posts and Telegraphs a loss 
of about 80 lakhs was expected. On the whole, the 
total revenue for 1922-23 (including tae increase 
in passenger rates and Provincial contributions 
of Es. 920 lakhs) was estimated to be 116| crores, 
and without the proposed increase in passenger 
fares, llOj crores. The estimated expenditure, 
however, was 1424 crores, of which 62T8 crores, 
or about 43 per cent, represented military ex- 
penditure. The deficit, therefore, amounted to 
31| crOres, if passenger fares were not increased, 
and if they were increased, to 254 crores. 

How to Meet the Deficit. 

The deficit was a big one, and the problem 
of meeting it was very serious. There were three 
possible solutions : (1) budgeting for a deficit, or 
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leaving the deficit uncovered (2) reducing ex.- 
penclifcure and (3) increasing the revenue. 

As regards the first, it may be said that the . 
financial hiscory of India furnishes no instance of 
G-overnment budgeting for a deficit, excepting; 
of course, the first war Budget of Sir William 
Meyer. Buh as we have seen, Sir William Meyer, 
thought that the war was going to end before 
the close of the financial year 1915-I(), and that 
the deficiency in revenuG was not of an abiding 
character; and when it became evident that such v/as 
not the case, he did not hesitate to increase taxa^ 
tion. The present emergency is not siiniiarto that 
which confronted the Finance Member in 1915-10. 
^'Ido not think*’, said Sir AViliiam Hailey in 
introduoing tiie Financial Statement for 1922-23, 
that it is possible to take the position that these 
deficits are due to transient causes, that wm can 
look for better times ahead, and that we should 
consequently be justified in leaving things as they 
are in the hope that before long our revenues will 
once more have equalled our expenditure. I 
must say frankly that I see very little prospect 
of such equilibrium being attained wnthin a 
measurable period ”. 


He also pointed out that a succession of ’ 
deficits was dangerous, as it increased the floating 
debt of the Government. The total deficit of 90 . 
-erores during the four years ending 1921-^2 has 
been largely met by the issue of fiduciary currency 
notes (37 erores) backed by the I. O, U’s of the : 
Government, and of Tr’easury bills, mostly dt 
3, 6, or 9 months (47, erores). The present 
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stagna,tioii in trade has enabled Government to 
increase their short term liabilities, but the 
revival of trade would have the most serious 
consequences, as the demand for repayments of 
treas'ury bills might easily exceed fresh sales. 

' As regards reducing expenditure, the Finance 
Member assured the House that all new expen- 
diture in connection with the Civil Departments, 
which could not be proved to be of imperative 
necessity, had been cut down. Government had 
also agreed to the appointment of a Committee 
of Eetrenchmet, but any retrenchment which it 
might suggest W'ould only have a minor effect 
in restoring the balance between income and 
expenditure during 1922-23. As for military 
expenditure, the Commander-in-Chief insisted 
that, in view of the existing political situation,, 
no further reduction in the strength of the army 
was possible, and the Military estimates could not 
be cut down. I submit, therefore ”, said the 
Finance Member,” that there is no escape from 
the conpiusion that it is imperative to take every 
possible step to increase our revenues ”. 

The Proposed Increase in Taxation. 
increased revenue can be obtained from. 
commerGial sources and by taxation. The Finance 
Member proposed to increase railway passenger 
fares 'by 25 per cent., and to double the post card 
tata and the minimum charge for inland letters, 
which would mean the abolition of the pice post 
card and tiie 2 anna and 9 pies rates for letters*. 
The proposals for additionol taxation W'ere : — 

•1* Increase in the general tariff from 11 
per cant, to 15 per cent., and of the excise on 
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cotton goods from 3J to 7i per cent. 

2. The duty on machinery, iron and steel 
and railway material to be raised from 24- to 104 
per cent. 

3. The duty on sugar to be increased from 
15 to 25 per cent. 

4. The specific duty of 12 annas per gross 
boxes of matches to be raised to Ee. 1-8. 

5. An excise duty of 1 anna per gallon on 
kerosine produced in India and a corresponding 
increase in the duty on imported petroleum. 

6. A duty on imported yarn of 5 per cent. 

7. The duty on the imports of articles of 

luxury to be raised from 20 to 30 per cent. : 

8. Increase in the duty on imported alcoholic i 

liquors. I 

9. The tax on incomes between Its. 20,000 ! 

and 40,000 to be raised from 14 pies to 15 pies, 

and on incomes above Es. 40,000 from 16 pies to 
18 pies. The higher rates of Super-tax to be re- | 

graded so as to work up to the highest rate of 6 J 

annas as against the existing highest rate of 4 I 

annas. 

10. The Salt duty to be raised from Ee. 1-4 •' 

to Es. 2-8 per maund, the increase representing, 

3as. per head per annum. 

The Ihnance Member estimated that the I 

total extra revenue obtaintble from these measures | 

would be Es. 29 crores in 1922-23. There was | 

thus a deficit of Es. 24 crores which he proposed •’ 

to leave uncovered. 

The Budget gave rise to much discussion in 
the liegislative Assembly and in the press. Go- 
vernment’s military expenditure formed the centre 
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of attack. A reduction of the pay of the officers 
of the Army Department was moved by way of 
a vote of censure in the Degislative Assembly and 
was carried by a majority of 60 votes against 28. 
The majority included almost pJl non-officials, 
Indian as well as European. The demands under 
various administrative departments were reduced 
by 5 per cent. As regards new taxation, of tne 
total of 29 crores asked by the Finance Member, 
the Assembly refused 9|- crores. The increase in 
taxation under the following heads was rejected : — 

Lakhs of rupees 

Salt duty ... 430 

Ootton excise ... 200 

Import duty on cotton goods . . . 140 

Import duty on machinery ... 185 


The Assembly, however, accepted Sir Montagu 
Webb’s proposal to transfer 339 lakhs of interest 
on the paper currency securities to the revenue 
account. As result of these changes the total un- 
covered deficit in 1922-23 amounts to over 9 crores. 

The Assembly has been much blamed for 
refusing 9i crores of additional taxation needed 
to balance the budget. The critics point out that 
India is probably the most lightly taxed country 
in the world, taxation in India in 1920 being Ts. Id. 
per head as compared with £ 22 in United King- 
dom; and that in India taxation is only 50 per 
cent, above the pre-war standard as compared 
with 400 per cent, in United Kingdom. In defence 
of the military expenditure it is urged that, though 
it is a little. more than 'half the Indian revenue, 
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it is only 26 per cent, of the revenue if the mcoiiie 
from excise, irrigation, stamps, forests, and the 
land revenue, all assigned to the provinces, is 
inciudecL It is also pointed out that military 
expenditure (£ 40,000,000) comes to 2,<?, 6d» per 
head as compared with £ 150,000,000 or £ 3. 1 5s. per 
head in G-reat Britain. The point, however, 
which is ignored by the critics of Indian iiiiance 
is tiiat India is a poor country and that 
perhaps the 50 per cent, increase in taxation as 
compared with the pre-war standard bears more 
heavily on the average Indian tax-payer than 
the 400 per cent, increase on the BritiSii tax- 
payer. Further, almost every one in India is 
agreed that there is a great and urgent need for 
economy in civil as well as military expenditure. 
The refusal of 9h crores of new taxes by the 
Legislative Assembly serves to call attention to 
this very important fact. The anxiety of Govern- 
ment to reduce expenditure is shown by the 
appointment of the Eetrenchment Committee 
under the chairmanship of Lord Inchcape. 

The need, however, for increasing revenue is 
as great as that for reducing expenditure. We 
cannot go on year after year with uncovered 
deficits and large floating debts. In view of the 
general depreciation of money and the increase 
in expenditure which it necessarily involves, a 
return to pre-war standards of expenditure or 
taxation is unthinkable. The yield of old taxes 
must be increased and fresh sources of revenue 
must be found, so far as that is possible without 
laying heavier burdens upon the poorer classes 
of the community than they can be equitably 
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called upon to bear, if equilibrium is to restored 
between national income and expenditure. 

The case for protection of Indian industries has ' 
been argued in a subsequent chapter. It may be ; 

here stated that a tariff is a source of revenue which I 

cannot be despised, and that for a country like U 

India it is a more suitable form of taxation than 
direct taxation. The Customs revenue is already 
the most important source of Indian revenue, 
and it can bo further increased. x4. tariff would 
not only yield more revenue, but in view of the 
protectionist sentiments of the people, it would 
cause less popular discontent than any consider- 
able enhancement of the Income Tax. As for 
the free trader’s contention that a tariff which ; 

protects cannot yield revenue and one which [ 

yields revenue cannot protect, it is sufficient to 
say that protective duties need not be prohibitive. 

There are many instances in history of tariffs 
which have protected and also yielded revenue.- 
For example, under the German tariff of 1878, 
the receipts from Customs increased from lOS 
million marks in 1878 to 857 millions marks in 
1890, and at the same time this tariff enabled 
German manufacturers to secure for themselveS' ' 

their home market,’^ 

An important class of the community which 
is able to contribute more towards the expenses’ 
of Government is that of big landlords. In 
proposing new taxes in March 1922 the Finance 
Member said* “The burden which the com- 
munity is now invited to shoulder is a heavy one • 

* SchmoUer's Grundriss der allgemeinen Pokswirtschafts- 
iehre’Mi920i Vol. 2Ddp. 728. ■ ' ^ 
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we have done onr best to distribute it as equitably 
as possible and to see that all classes of the com- 
munity shall contribute, each according to its 
capacity.’’ But in spite of the fact that important 
additions have been made during the last seven 
years to the duties on the imports of articles of 
luxury and to the Income Tax, it cannot be said 
that at the present time all classes of the com- 
munity contribute towards the expenses of 
Government, each according to its capacity. 
Take big landlords for example. It is true that 
landlords pay the land revenue, and that with 
the increase in their income, Government’s share 
of the net profits of cultivation has increased. 
But the contribution made by the landlords to 
the State has not increased in the same propor- 
tion as their capacity. An illustration will make 
this clear. If my annual income is Ks. 5,000 and 
is derived from a non-agricultural source, it is 
assessed for the purposes of the Income Tax 
at the rate of six pies in the rupee, or I pay 156 
rupees. When my income increases to Es. 25,000 
I am required to pay, not five times 156 rupees, 
— 780 rupees, but exactly double, 1,560 rupees. 
Now if the rise in the prices of agricultural 
produce and the price of land during the last 
30 years is any measure of the growth in the 
income of large landholders, it may be assumed 
that their incomes have increased three to four 
times. But the land revenue which they pay to 
the State is the same 50 per cent, of the net assets 
(much less than one-fifth of the gross produce of 
the land) as long ago, while in those parts of the 
country which are under permanent settlement, 
as is well known, the amount of their contribu- 



ggg IKDIAS BUDGETS 

If JS nff 

r.rrcf :f “ 

consuruer has had to pay constantlj usin^ puces 
Sr hTfood, large landholders have made money, 
If dun..g tte list s« «■ te,™ ys„s 
they have grown enormously rich, it is m 
auitous that while the poor consumer is asked 
tTmv more for his salt, matches, railway fare 
fd f t c»d. the tich landlord shoald also not 
CsL.ed to pay more aoooid.ng to lus 
capacity. It is. of course, not ‘hj 

his land revenue shouU be ''/ft 

not help the Central Government. But I sUfoe,est 
that the Central Government should levy a special 

tax on agricultural incomes in all parts of India, 

v^hethev under temporary or permanent settle- 

^ent, above say, Bs. 'd.OOO “f ”1o 

in each case for land revenue paid), accoidm., to 
a graduated scale working up to a maximum^ 
say, one anna in the rupee. To give efieet ta 

the proposal it would bo necessary to amend the 

Income Tax Act of 1886. , f. 

I am unable to say what the yield of this 
tax will be, as statistical data regarding the 
number of landlords who enjoy incomes of more 
than Bs. 2,000 annually over and above the land 
revenue paid by them are not available to me. 
But it may be said, that the yield of such a tax, 
particularly in the tracts under, permanent s^ettle- 
ment, will be large, it is sometimes argued that 
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though Bengal pays less land revenue, it pays a 
large Indome tax, from which it is inferred that 
Bengali landlords have invested their income in 
industries. But in 1918-19 Bombay’s contribu- 
tion to the Income Tax was 889 lakhs* as compared 
with Bengal’s 850 lakhs, while Bombay paid 
428 lakhs as land revenue against Bengal’s 305 
lakhs. It may be estimated that the proposed 
tax will yield several crores of rupees and proba- 
bly make it unnecessary to increase the salt duty 
or to tax cloth made in the country'. 

Large agricultural incomes are a subject 
peculiarly suitable for taxation for two reasons : 
(1) they are an unearned increment and (i) they 
are made at the expense of other sections of the 
community. 

The increase in the income of large land- 
holders is chiefly due to the rise of prmes. If 
the rise in the prices of agricultural produce,, 
caused by tne increase of internal demand or 
exports to foreign countries, doubles my income 
from land, I cannot in any sense be said to have 
earned t’m increase. The big landlord does no 
■work. In most cases he lives in big towns and 
squanders away the wealth which hkrd-wroking- 
and long-suffering labourers produce for him on 
his pleasures. The wage-earner earns his wages 
by the sweat of his brow. The income of the 
landlord is solely due to the fact that he has 
monopolised some part of the most important 
agent of production, land. 

Secondly, the gains of the big landlord are 
made at the expense of tlie agricultural labourer 
and the consumer. It is well known that 



Indian budgets 

agricultural wages have not risen oyer a large 
mrt of the country in the same proportion as the 
in general prices. The agricultural abourer 
is regularly exploited by the big landlord, if 
eUoitation has any meaning. Again the rise 
tn the prices of food stuffs has inflicted great 
hardships on the consumer, but tne higher the 
prices the greater is the gam of large landtioldei=,. 
W1 farmers gain very little by the rise of 
■prices, but the proposed tax will not affect them. 
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Borroicirtg Powers of LocaPGoisernmenPs. 

liOcal Governments have beeh ’empowered to 
raise loans, with -tha previous sanction of the 
Governor General in Gouncil, on the security .of 
their revenues, for any of the •following pur- 
poses : — 

(a) to meet .capitaii expeB.<ii4ure' on the 
construction or acquisition of any work 
in connection with— 

(1) the improvement of irrigation or commu** 

nicaiions, or the supply of <^lectric power for in- 
dustrial purposes, or ‘ i . 

(2) any building or housing, schenae, or 

(3) any scheme for the drainage or reclama- 
tion of land, or . . . , . 

(4) any scheme for the development of forests 
and forest industries, or 

(5) any other project of like m.atura ;’ 

(h) for the giving of relief and the establish- 
ment and maintenance of relief works 
in times of f amide br ‘scarcity ; 

(c) for the financing of the Provincial Loan 
Account ; and - ' 

<d) for the fepaymeiit or' 'consolidation of 
loans raised in accordance* with these 
rules or the ■ r.eBaym^nt ,q,f .advances 
made by the ,&qvernor, i^eneral in 
Council. * , 
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TMxing. Powers of Local Governmpnts. 

■ A Provincial Legialatiye Council can, under 
the Government of India Act, without the previous 
saj^tion of the Governor General, impose the 
taxes included in Schedules I and II below 

SCHRDOIiB I 

, 1. A tax on land put to uses other than 
agricultural. 

2. A tax on succession or on acquisition by 
survivorship in a joint family. 

3. A tax on any form of betting or gambling 
permitted by law. 

4. A tax on advertisements. 

• 5. A tax on any specified luxury. 

6. A tax on amusements. 

■ 7. A registration fee. 

8. A stamp duty other than the duties of 
which the amount is fixed by Indian legislation. 

&CUEDDDK1 II 

In this Schedule the word “ tax ” includes a 
ness, rate, duty or fee. 

' 1. A toll. 

. 2. A tax on land or land values. 

3. - A tax on buildings. 

4. A tax' on vehicles or boats. 

"Si’ A lax on animals. ■ 

C. A tax on menials or domestic servants- 

7, An octroi. 
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8. A terminal tax. on goods imppi^d;^ a 
local area in which an octroi was levied on or 
Before the 6th July 1917. 

8. A tax on trades, professions and callings* 

9. A tax on private markets. 

10. A tax imposed in return for services 
rendered, such as — 

(а) a water rate, 

(б) a lighting rate, 

(c) a scavenging, sanitary or sewage'rate, 

(d) a drainage tax. 

(e) fees for the use of ^ markets and other 

public conveniences. 
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m2 


Qeneml IccouHt of the Bevmue and ExpenM 

of India, in India 
Reve 


Principal Heads of ^ 

R venue. 

1913-14. 

;^1.Q00 

1914 15. : 
i'l,000 

1915-16. 

;6l,000 

Land Revenue 

•21,391 

21,221 

22,031 

Opium 

1,624 

1,572 

1,913 

S'alt 

3,445 

3,910 

3.647 

Stamps 

5,318 

5,082 

5,433 

Excise , , •••; 

Customs 

8,894 

8,856 

8,632 

7,558 

6,347 

5,873 

Income-Tax 

1:950 

2,036 

2,090 

Other heads 

3,545 

3,114 

3,244 

Total Principal Heads... 

53,728 

52,141 

52,866 

Interest 

1,352 

1.023 

1,096 

Posts and Telegraphs ... 

;■ '3,598 

3,596 

3,787 

Mint 

1 339 

69 ! 

101 

Receipts by Civil Depts. 

1,408 

1,505 

1,579 

Miscellaneous 

772 

677 

679 

Railways: Net-Receipts 

17,625 

15,799 

17,977 

Irrigation 

4,713 

4,680 

4,779 

Other Public Works ... 

298 

288 

304 

Military Receipts 

1,369 

1,374 

1,241 

Total Revenue 

85,207 

81,157 

84,413 

Deficit 

1 ’ 

1,785 

1,188 

Total 

85.207 

82,942 

85.602 
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ture charged against Revenue of the Government 
and in England. 


1916-17. 

1,000 

1917-18. 

;6' l ,000 

1918-19. 

;^1,000 

22,041 

21,607 

21.089 

3,160 

3,078 

3,289 

4,826 

5,499 

4,277 

5,776 

5,727 

6,018 

9,215 

10,161 

11,557 

8,659 

11,036 

12,120 

3,772 

6,308 

7,758 

3,655 

3,885 

4,316 

61,107 

67,304 

70,428 

1,136 

2,170 

3,829 

4,174 

4,616 

5,342 

689 

517 

1,826 

1,739 

1,935 

2,094 

847 

4,868 

6,728 

21,313 

14,141 

24,962 

5,155 

5,063 

5,346 

309 

323 

347 

1,572 

1,720 

2,349 

98,050 

112,662 

123,257 

... 

... 

3,820 

98,050 

112,662 

127,078 


919-20. 

1920-21. 

I;: 

;^ l ,000 

;^1,000 

I'j 

22,609 

21,316 

II 

3,037 

2,356 

ill! 

3,832 

4,509 


7,274 

7.304 


12,839 

13 624 

III 

14,988 

21,265 

ll 1 

15,472 i 

14,795 

HI’' 

4,959 1 

5,006 


85 014 ! 

90,179 

11 

— 


Ifl' 

3.372 

2,384 


6,136 

6,413 

f 1 

1.786 

490 


2,263 

2,370 

il;,, 

1,805 

8,234 

Fr 

21,224 

16 676 

f}\ 

5,833 

{ 3*864 



13 C ,407 

15,768 

146,176 


137,438 

17,339 

154,777 


8?4 
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'Bxpjsn-’ 



1913 - 14 . 

;^ 1.000 

1914 - 15 . 

;^ 1,000 

1915 - 16 .. . 
1,000 

Direct Demards on. the 




Revenue 

9,274 

8,939 

■ 9,467 : 

InteTest' 

1,515 

1,191 

1,190 

Pi>sts and Teiegraplis ... 

3,272 

3 ,. 257 

3 , l ‘^ i 9 

Mint 

j 32 

141 

89 

Saiafi«is and Expenses' 




of Civil Depts. 

17,934 

18,909 

18,868 1 

Mrsceilanectis Civil Cbar- 



j 

ges 

5,403 

5,311 

5,128 

Fa mine Relief ard Insnt- 




a nee ...' 

1 1,000 

1,000 

; l , 0 CO i 

Railways: Interest and 




Miscellaneous Charged 

12,836 

13,641 

: 13,901 

Irrigation ...: 

3,531 

3,754 

3,721 •: 

Other Public Works ... 

7,010 

7,177 

5,451 

Military Services 

21,265 

21,809 

23,503 

Exchange Adjustm nt {c) 

... 

... 

... 

Total ...■ 

83,177 

85,133 

85.471 ; 

(a) Add'^-Frovinchl 



5 

. Surpluses 

325 

... 

335 ' 

(^) --Provincial : 

Deficits 

608 

2\ IPO 

204- 1 

Total Expenditure char-; 




gedngainst Revenue, ’ 

82,894 

82,942 

85,602 

Surplus 

2 , 312 , 

... 


: . V Total 

85,207 

82,942 

85,602 ■ 


(a) That is, portion of allotments to Provincial Governments * 
(5j .'Ihat is, portion of Provincial JBxpenditure defrayed! 
.{§) that is adiastnient on account of the difference in ■; 
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I 

j 


General Statement of Revenue and Expenditure 
charged to Revenue of the Central Government, in 
tndiddiidR^gicihd.^ 


pEVENCi. 


t'rincipal Heads of Eevenue 

4 i 

Bevised 
Estimated 
1921-22. 
Lakhs of 
rupees 

Budget 
Estimate, 
1922-23. 
Lakhs of 
rupees 

Cnstoms ; • 

34,35 

51,32 

Taxes onj Income ’ 

17,69 

22,11 

Salt 

6,41 

11,36 

Opinm , ... 

3,03 

3,09 

Other Heads ... 

2,20 

2,35 

Total Prinoifal Heads. 

63,69 

90,25 

3Bailways:| Net Beceipts 

16,38 

30,85 

Irrigation^: Net Beceipts 

7 

7 

Posts add i?elegraiphs : Net 

37 

1,65 

Eeceipijs j 

1,04 

84 

Interest Eeceipts 

72 

86 

Civil Administration 

Currency, Mint and Exchange 

16 

21 

0ivil Works ... 

11 

10 

Miscellaneous . ... 

6,85 

66 

Military Beceipts ... 

Contributions and Assignments 
io Central ^ Obverninent by 

6,53j 

4,84 

Provincial (jrovernments . . . 

12,99 

9,20 

Total Eevenue ... 

1,08,96 

139,58 

• .* ••• 

33,01 

^,71 

^otai ... 

1,41,98 

1,42,30 


■I 
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Expenditure. 


re 05 
O 1-t CO 


S CO g* 

• JS oa g 


Direefi Demands on the 
Revenue 

Railways: Interest and 

Miscellaneous Charges ... 
Irrigation 

Posts and Telegraphs 
Debts Services 
Civil Administration 
Currency, Mint and Exchange 
Civil Works 
Miscellaneous 

Military Services ... 

Miscellaneous adjustments 
between the Central and 
Provincial Governments ... 
Total Expenditure charged 
to Revenue 
Surplus 


P5 a 


24,40 

13 

1,37 

13,77 

«,95 

9,92 

1,52 

4,50 

71,55 


25, 9B 
11 
97 
15,2a 
10,01 
10,S3 
1,69 
4,13 
67,02 


1,41,98 1,42,30 


Total 


1,41,98 1,42,30 



Indian B anking since the War. 


The' history 'of Indian banking during the 
•war is a record of progress and prosperity. This 
is sho'wn by increase in the capital and reserve, 
deposits and cash holdings of the banks. 

^y^xchange Banks.— ^Lhe paid-up capital and 
reserve of the Exchange banks on 31st December 
1919, amounted to £,g3,^illions as compared with 
about iS38 millions on'^lst December 1913 ; their 
deposits held in India increased during the same 
period fjrom £ 31 millions to £ J4..^illions, and 
cash balances in India from about £, 6 millions to 
about £ 80 millions. The Exchange banks may 
be divided into tvro classes, (1) banks doing a 
considerable portion of their business, in India, 
and ('2) banks which are merely agencies of large 
banking corporations doing business all over Asia. 
The following table shows the capital, reserve, 
deposits ' and cash balances of the two classes of 
Exchange banks on 31st December 1919. 


i/ 


[Table 
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; ' 

. \ ‘ 

; . 

U O .g' 

O 

^ a 

O 

fec'^e -2' 

S 

O P4 Q- 

s 

, 2 <D *55 

. ;«4 ij 

JZJ 

. 3C ^ 

2- Banks which are 
merely agencies of 
large banking corpora- 
tions doing business 
all over Asia. 

Total 

Number of Banks... 

5 

6 

11 

Paid-up Capital 

£1,000 

5,065 

26,266 

-wwifS- 

31,932 

Beserve and Best 
£1,000 

6,724 

. 

14,415 

j 21,139 

Deposits out of India 

I 


1 

£1,000 

81,690 

351,311 

1 433,001 

Deposits in India 




Lakhs of i?s. 

61,07 

13,28 

74,35 

Cash' balances ,out 




of India £1,000.,, 

18,988 

44,583 

63,571 

Cash balances in 




. India 

Lakhs of Ls. 

21,03 

8,94 

29,98 


Exchange 


The profits made by four leading 
banks in 1919 and 1920 are shown by the follow- 
ing table — 




[Table. 
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1919. 




6 

■+=» 

c8 

?-< 


id 

> 



o 

o 




DC 

© 


P-> 

CD 

re? 


•4.0 

o 

U 

o 

’.S 


iz; 

B 

ft 


£ 


7, 

Eastern Bank 

102,645 

40,000 

8i 

Mercantile Bank 

215,636 

85,000 

16 

National Bank 

452,169 

190,000 

20 

Chartered Bank 

447,348 

20,000 

20i 


1920. 


j 

Net profit. 

To reserve. 

Dividend rate. 


£ 

£ 

% 

Eastern Bank 

121,363 

40,304 

8 

Mercantile Bank ... 

260,208 

75,000 

16 

National Bank 

553,398 

240,000 

20 

C<hartered Bank 

676,771 

235,000 

mi 
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Indian Joint-Stock ba7iks. 

it was fortunate for the country that the 
crisis in Indian banking occurred before the war. 
That the crisis was very severe and widespread is 
shown by the fact that in 1913 and 1914 no less 
than 63 banks failed in different parts of the 
country. The number of bank failures in 1914 
was 43, of which occurred between January 
and July 1914, i.e., before the outbreak of the 
war. Bank failures continued during the war, 
11 in 1915, 13 in 1916, 16 in 1918, and 4 in 1919, 
but it may be said that the worst of the crisis 
was over before the outbreak of the war. The 
crisis eliminate the weaker joint-stock banks and 
those which survived the crisis have profited by 
the lessons which it has taught. The joint-stock^ 
banks, are in a much stronger position now than 
they were ever before. The proportion of cash 
to liabilities on deposits in the case of the larger 
banks on 31st December 1919, was 21 per cent, 
as compared with 11 per cent, in 1910 and 15 per 
cent, in 1912. The following figures give a 
general idea of the position of the joint-stock 
banks in 1919 : 


[Table 
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Banks with Capital and Beserve of Bs. 5 lakhs 
and over. 


o 

G 


Year. 


54 c3 i 
O rO. I 

"a ^ * 

a. 9 j 
2 


ce 

■40 

'Ba 

c5 

0 

01 


r2 


1913 

1919 




lEs. 1,000 

2,31,33 


18 [ 5,89,07 2,24,27 


o 

t> 

o 

02 

Q 

f-< 

d 

cS 

•40 

CO 

© 

of 


c3 

40 

o 

EH 


|Es. l,000jEs. 1,000 
1,32,94 I 3,6,4.27 


7,63,34 


Year. 

Deposits. 

Cash 

Balances* 

i , 


Es. 1,000 

Es. 1,000 

1913 

22,59,19 

4,00,17 

1919 

58,99.47 

12,16,63 



Deposits, 

j 

i 

Cash 

Balances. 

Es. 1,000 

Es. 1,000 

1,51,15 

24,95 

2,28,49 

1 53,70 


Year. 


1913 

1919 


1913 

1919 


Year. 
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It -will be seen that the capital and reserve 
ef the larger banks more than dotibled, the cash 
balances increased more than three times, and the 
deposits, more than 2| times. 

Hie Pre^^idevcy Banks ( now amalgamated into 
the Imperial Bank of India). 



Between ,1913 and 1919 private desposits 
of the three Presidency banks increased from 36^ 
crores to 68 crores and totaP deposits, including 
public deposits, from 42i to 76 crores. Their 
cash balances in the same period increased from 
about 154 crores to a little above 28J crores. 

The general increase in the deposits of all 
banks seems to be partly due to the loans made 
by the banks to their customers for the purchase 
of Government securities. It is well known that 
the loans of one bank make the deposits of 
another. The Indian banks, particularly the, 
Presidency and the Exchange banks, rendered ^ 
valuable help to the Government in raising money 
for the various war loans. In addition, the in- 1 | 
crease in the investments of the banks shows that I 
they were themselves large purchasers of Govern-f 
ment Securities : ’ 
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and other securities^ 



1913 
Lakhs 
of Bs. 

1919 
Lakhs 
of Es. 

jB.ank of Bengal ... 

3,10 

8,64 

Bank of Bombay 

2,29 

3,16 

Bank of Madras 

1,18 

1,75 

Total 

6,57 1 

13,55 


^ £1,000 

£ 1000 

Chartered Bank 

4,243 

6,436 

Mercantile Bank 

478 

1,633 

National Bank 

1,030 

3,489 

Eastern Bank 

226 

1,323 


The investraents of 12 Indian Joint- Stock 
banks increased from Es. 3 crores in 1913 to about 
5 crores in 1917. 


The preceding review of the progress of Indian 
banks during the war shows that Indian banking is 
developing along sound lines. The steady of 

deppsits shows that the confidenoe of the public 
in the banks has increaSedT Tn 1887 the total 
deposits of all Indian banks amounted to only 
il7i crores, as compared with 211 crores in 1919» 
sThe number of , banks and their branches has 
also increased. There were in 1919, 96 head 
offices of banks with 322 brancheli* But consi46r- 
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in'^ the great size of ..the couijtry .aii4 its huge 
pol)ulation, it cannot the provis ob 

of banking facilities is adequate. In J 919 the 

nroportion of towns with a population of 10,000 

or over in which banks and their branches were 
situated was only 25 per cent, and in 21 per cent, 
of the 75 ^ towns possessing a population of over 

50,000 there were no banks at all. 

As compared with our 96 head offices and 322 
branches in 1919, there were in England' in 1916, 
35 banks with 5,993 branches. The numbsf of 
banks in England has been reduced by amalgama- 
tions! But while the- number of banks has 

■ decreased, banking facilities have increased. In 
1886 there were working in England 109 banks 
with 1,547 branches ; 30 years latter the number 
of banks was reduced to- one third, but the' num- 
ber of branches increased about four times^ 

The English banks are giant institutions 
with which it would be too ridiculous to compare 
any Indian bank. On 30th June 1921, desposits 
■'of the London Joint City and Midland Bank 
amounted to £ 371,000,000; the -total deposits of 

■ all Indian batiks (Presidency, Exchange and Joint- 
Stock) on 31st December 1919, did not exceed 

■ Es. 211 ■ crores or :£211,000,000 (£l=Es. 10) — 

' that is, the deposits of one English bank' were 
• muc ' greater than the deposits of all the' Indian 
1 banks put togetheri How very rapidly desposits 
• grew in the United ^Kingdom during the war is 
•" shoivn by the fact that while between 1913 and 

- 1913 Indian desposits increased from £ 65,000,000 
“ to-' £75,000,000 'Or ' T? 'per chnt.; 'in the 'Uuit'ed 
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Kingdom deposits in the same, period increased 
from >‘ .1,142,000,000 to 1,050, 000, 000 or 45 
per cent. • r . ; , 

The consolidation of banking by the fusion 
of banks into huge corporations' mdy be described 
as the chief feature of English banking' develop- 
ment during the war- The amalgarnations began 
long before the war, but the need for providin'’’ 
credit for r econstruction at the close of the war o-ave 
a great impetus to the movement. It is recognised 
that the great banks that have come into existence 
as the result of . amalgamation* have rendered' 
important services to English industry - and com- 
merce. But on the other hand, the control of 
British banking has virtually passed into the hands 
of the “Big Eive” who dominate the London 
money market, and a state of things rn which 
individual banks are more powerful . than the 
Bank of England, the pinnacle of the whole 
system, is thought to be not without danger. 
Some people have imagined that the foundation 
of these great banks which; practically enjoy a 
monopoly of British banking will prepare the 
way for the direct government control of banking. 

The danger of over-centralization is also 
real. Branch managers under the new system 
may sink into the position of mere intermediaries 
between customers and head offices. Such a ten- 
dency there must be in every centralized system, 
tod if it grows and develops ih banking, it may 
destroy that personal relation between the banker 
and' his customers whicl}, is the foundation of 
goMTiahking, 
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India has also been affected to some slight 
extent by the movement toward amalgamation. 
The 'Alliance Bank of Simla, established in 1874, 
has successively absorbed the Punjab Banking 
Company, the Indian branch of the London and 
Delhi Bank, and from the end of 1917, 4he 
Bank of Eangoop. The Bank has also taken 
over a portion of the business of the Dank of 
Upper India. The most important banking 
amalgamation, however, was that effect^ in 
January 1921 — r"Pf the three Presidency Banka 
into the I mper i al Bank q flndia^. 

Before the war the seasonal fluctuations in 
the Indian bank rate were remarkable. The 
average rate of discount during the first half of the 
year was invariably much higher than that in the 
second half of the year, the difference sometimes 
amounting to about 100 per cent. Generally tho 
rate reached its highest point in February and its 
lowest point in August. In the pre-war year 
1913 the maximum rate of discount at the Pre- 
sidency Bank of Bengal in February was 8 per 
cent, and the minimum in August, 3 per cent. 
The seasonal changes in our bank rate which, were 
very great and very, regular, “ afforded the. most 
clear ground of differentiation between the Indian 
market and those with which we are familiar in 
Europe’’. fKeynesjj This ground of differentiation 
still exists, but it is now less clear than it was- 
heiore the. ivar, as will be seen from the tabl^ 
given below • 
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Bates of Discount at the Bresidency Banhs of 
Bengal^ Bombay and Madras, 


Year 

1 Bengal 

Bombay 

s 

Madras 

Maximum 
Bate. Feb. 

Minimum 
Bate. Aug. 

Maximum 
Kate. Feb. 

Minimum 
Kafee. Aug. 

g ^ S 'CD 

g © p p 

gc 

‘C 6 'd CD 

. 4 * 

1913 

8 3 

8 

3 


8 5 

1914 

7 3 

6 

3 


7 5 

1915 

6 5 

6 

6 


6 5 

1916 

8 5 

8 

4 


8 6 

1917 

8 6 

6 

5 


8' 7 

1918 

6 5 

6 

5 


7 6 

' 1919 

7 5 

7 

5 


8 (5 

1920 

7 5 

7 

5 


8 6 


Imperial Bank of India 




1921 

6 1 5 j 

I 1 

j 





The war somewhat lengthened the busy 
season and shortened the slack season. A chief 
^caiise of the unusually high bank rate in the busy 
season was the Independent Treasury System of 
the Government of India, 'which has now been 
4one away with. The whole of the Government 
balances will now be kept with the Imperial Bank 
of India, and this must tend to lessen the differ- 
ence between the bank rates in busy and Vslack 
i^oasons. 
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. The Imperial India. 

Thequesticm of a State- Bank for India has 

formedthe subjeatof a long controversy Ihe 
Government of India recorded their deliberate 
opinion’^ in 1901 that “it would be 'distinctly 
advisable, if practicable, to establish a Cental 
Bank in India, so as to relieve Government 
of. its prfe^enti: heavy responsibilities and to 
secure the advantages arising from ■ the nontrol 
of the banking of the country by ^ solid and 
powerful central institution”. The question 
was considered by the Chamberlain Commission 
of 1913, but the Commissioners, while regarding 
the subject ‘‘as one which deserves early and 
careful consideration”, did not find themselves 
in a position to report either for or against dhe 
establishment of a State or a Central Bank.^ Pro- 
fessor J.M. Keynes, a member of the Commission, 
how^ever, prepared a memorandum on the subject 
recommending the establishment of a State Banky 
which was printed as annexe to the report of the 
Gommission, . The question was discussed in the 
Imperial Legislative, Council on September 23rd 
T 919 , the.occJasion for the discussion being furnished 
by the following Eesolution moved by Bai Bahaduf 
B.N. Sarma:-n- “ ■■ ^ 

. .''This CouneihreGommends to .the b-overnor- 
Generalin Council, that a State Bank on the lines 
suggested by Professor Key nOs in the annexure 
to the: report 'of - the Indian Gurrenoy . Commission 
bo .establisb.ed inlindia at a very early date. j. ; 

;T he moyerlof ^the Eesolution,, it will.be noted^ 
recomraended the establishment of a State Bank^ 
not a private central bank. He thought that 
Indian interests would not receive the same 
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encoiirag^ment under an amalgamated private > 
bank as under a system of State management and 
oontrob 

The Eesolution was rejected by the Council. 
Government- opposed it chiefly on the ground • 
that the proposal was not practicable. In the i‘- 
course of his reply to Mr. Sarma, the Finance ' 
Member (Mi« H.F. Howard) said : 

Mr. Keynes’ Scheme of course presupposes ‘ 
that we 'should build on our existing Presidency 
Banks. There are, however, always two parties 
to such an arrangemeht. I do not know how 
the Presidency Banks Would like to be taken over, 
lock, stock and barrep like that. We certainly 
could not force them into anything of the kind. 
We could refuse them a renewal of their charter-, 
but it would be quite open to them to carry on as - 
ordinary - banks, and if we in those circumstances 
wished to start a State Bank, we should have to 
start v/ith nothing to build' on at all. That seems 
to me to- be quite out of the* question, and the 
only real practical solution, looking at it as a 
commercial proposition, seems to me to use the 
machinery which we have, which is in running 
order and which commands public confidence. It 
does not follow, however, that by any initial step 
we take now we are definitely committed for all 
eternity to a private bank, as compared with a 
State Bank. My only point is, itds quite clear that 
however we start, we must, if we wish to get a 
move on at all, start with: some existing institu* 
tious, so^that we can igefc: on the minimum 

of delay. When we have once proceeded far 
an amalgamation, and have secured some closer 


INDIAN ^ BAKKpid 61JN C E ■ Tff B ; W AE 

<50-Qper8btiop with Goyeirnpoieiit thap is practiabl© 
Dnder present conaitions, the pew institntipn, 
the Imperial Bank of India, can then be apowed 
to develop in the way in which development seems 
to be best required ; whether in the direction of 
of a State Bank or not I should not like to 
commit either Grovernment or the Banks or 
anybody else now ; but there is nothing to prevent 
it from developing as necessary.” 

Mr. Howard also imformed the Council that 
the Presidency Banks, if amalgamated, would 
undertake to open within five years 100 branches 
in different districts of India, and that they would 
put before themselves the ideal of opening 
branch in every district in India. The Bill’ to 
constitute an Imperial Bank of India was intro- 
duced into the Imperial Legislative Council on 
Ist March, 1920. The Finance Member, in intro- 
ducing the Bill, explained that the scheme did 
not represent an ordinary banking amalgamation. 
It was proposed to increase the resources of 
the three banks by handing over the whole of 
Government balances to them. The amalgama- 
ted banks, in return, would be required to further 
the banking development of the cpuntry. The 
opening of new branches would also afford the 
means of training Indians as bankers. The new 
Bank, said Mr. Hailey, would bp a national 
institution. 

The Bill received the assent of the Governor- 
General on September 19, 1920 and the Imperial 
Bank of India commenced operations on January 
27, 192H 
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The Imperial Bank of Ip(3ia Act makes a 
little less rigid some of the restrictions that were 
imposed upon the former Presidency Banks, bnt 
in yiew of its semi-official character, and in con- 
sideration of its acting as bankers to Government, 
the Bank has undertaken to submit to a certain 
amount of official control. One section of the 
Act provides as follows : — 

(1) It shall be lawful for the Bank under 
any agreement with the Secretary of State for 
.India in Council (a) to act as banker for, and to 
pay, receive, collect, and remit money, bullion 
and securities on behalf of the Goyornment, (b) 
to undertake and transact any other business 
which the Government may from time to time 
entrust to the Bank. 

(2) , Every agreement shall provide: {a) 
'That the Governor-General in Council shall have 
power to issue instructions to the Bank in 
fespect of any financial policy which, in his opi- 
nion, virtually affects his financial policy or the 
safety of Goyernment balances, and that in the 
event of the Bank disregarding such instructions, 
the Governor-General in Council may declare 
such agreement to be terminated ; and (6) that 
within five years from the commencement of this 
4.et the Bank shall establish and maintain not 
less than 100 new branches, of which at least 
pne-fourob shall be established at such places as 
±hp Governor-General in Council may direct. 

. A branch of the Bank has been opened in 
liondpn. Its London Office will enable the Bank 
to take a more direct interest in the large tran- 
factions that have to be arranged between India 
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,nd the United Kingdom, and it will give the; 


Bank greater fadilities in dealing 


X/CDJ-JLiX gX'-'Uluvyj. . 1 « • t * i. 

governmental business there with which it may 
be entrusted and in undertaking any further 

operations within' the provisions of the Act. 

The new Bank will not compete with 
theBxchange Banks in the ordinary exchange; 
business. The Presidency Banks held-, in many- 


cases, the balances of the Exchange Banks, 


they could not expect to hold these balance&.ify 
as the imperial Bank, they became the rivals of 
the Exchange Banks in the exchange business. 
The Bank will, however, undertake exchange 
business of an official kind, and it will rediscount 
bills of exchange for’ the Exchange Banks, thus 
providing the Exchange Banks with an alternative- 
means of putting themselves in funds in- India. 
Hitherto the Exchange Banks could transfer funds" 
from Be gland to India only by purchasing Couneil 
Bills from the Secretary of State in London^; 
The following extract from a speech made in 
April, 1920, by the Chairman of the Chartered; 
Bank of India, Australia and China will show*’ 
that the Exchange Banks were not hostile to th& 
amalg'aiUation';:— ■ 

• “ The proposai for amalgamating- the PresW 

dency Banks in India under the -title of th4 
Imperial Bank of -India is one that has attractedi- 
a' -considerable ' amount of attention. ''■'Whil# 
regretting the partial disappearance' of the in- 
dividuality of the Presidency Banks, it seems 
to me' that the moveihent fot ' amalgamatioiii. 
is fully- -'justified and is unlikely to he pfejudicial' 
to • the -•inteiests- of Exchange Banks i^i‘ :Tndia5 
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the' present intention of 
not cpnipeting^ with the Exchange Banks in their 
ordinary business of exchange is fully and honour- 
ably adhered to. The Presidency Banks have 
always been the bankers of the Exchange Banks. 
The utmost good feeling, and good will; have 
prevailed, and I should greatly regret to see any 
interference with the harmonious working be- 
tween the Presidency and the Exchange Banks 

We wish the Imperial Bank a successful 

career^ fully confident that there is ample scope 
in India botl:i for the semi- State Bank and for 
the British Banks ’i 

The ^governing body of the Bank consists of 
a Central Board of 14 members, of w^horn 4, 
namely, the Government Controller of Currency 
and the Secretaries of the three Local Boards 
have nowote ;i.the remaining - ten are the presi- 
dents and vice-presidents of the Local Boards, 
two managing governors and two non-officials 
nominated by Government for a year, but w^ho 
can be xenonrrnated. ’ , f ' 

The Imperial Bank has made a good start. 
According, to its first report, which covers the 
period of its working to 30th June 19*21, 1*2 new 
branches had -already been' established or were 
about to open. Its capital on 30th June was 
Es. 10., 65, 73, 000, of which -Es. 6,47,68,250 h.ad 
been paid up. The reserves on : the same date 
amounted to Es. 3,71,21,480 ; and total deposits 
to Es. ‘92,86,38,952. 
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Gomhined: Capital and Beserve ancLBepmiU of all 
BanJc% in eaoli year from 1910 to '19W\ 


Year, 

Capital 

and 

Keserve. 

Deposits. 


Es. 1,000 

Es. 1,000 

1910 ... 

45,01,64 

87,03,03 

1911 ... 

46,72,63 

92,04,30 

1912 ... 

49,28,53 

96,91,08 

1913 ... 

49,45,33 

97,51,04 

1914 ... 

49,09,89 

94,17,48 

1915 ... 

49,19,95 

95,83,06 

1916 ... 

50,53,38 

113,67,61 

1917 ... 

46,31,81 

160,96,76 

1918 ... 

53,29,60 

163,03,19 

1919 ... 

68,78,19 

211,57,47 



Capital, Ueserve, Deposits and Cash Balances of the Exchange Banks on 
31st Dectmher each year» 
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'm. 

o 

(~HI 

■■ c8 

1 In India 
Es. 

O CO reP C 

O rH CQ CO T 
O rH GO C 

r-TcO COCO : 
ip OD I 

m 

DO 

c3 

O' 

Out of 
India 

£. 

O rH 00 ^ 1 
O tH CO 05 I 

CO 50 CD ^ I 

tH C=f CD ! 

Deposits. 

1 

In India 

Es. 

1 ■ 

1,000 

5,231 

310,854 

301,476 

Out of 
India 
£ 

1,000 

2,688 

181,138 

164,970 

a> 

w 

''<D . 

DO 

O 

P3 

, a 

c3 

r—4 

eg 

■4^ 

04 

eg 

o 

Total 

£. 

O ^ lO CQ 
O 00 03 

CD rH 00 05 
rH of CO 

CO CO 

Reserve 
and Rest 

£. 

o o ici 

O CX> 00 lO 
O rH rH rH 

rH *7^1 

r*i r-i 

Paid up 
Capital 

£. 

1,000 

2,004 

23,640 

22,815 

•85[ll'8a; JO -ON 

1 CO Ol rH 

j rH iH 

eg 

1870 

1913 

19T4 


1915 11 2-2,681 14,112 36,793 179,948 835,456 45,111 76,013 

1916 10 22,b36 15,095 37,931 208,232 380,388 41,367 101,401 

1917 9 18,384 14,298 32,682 228,001 533,753 54,765 337,437 

1918 10 22,269 17.180 39,449 305,937 618,560 57,981 151,755 

1919 11 31,931 21,139 53,070 433,001 743,590. 63,571 299,832 
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Proportion per cent, of casp to liabilities 

‘ 071 St st Decern 


1. Presidency Banks 

ill. Exchange Banks : . 

1. Banks doing a con- 
siderable portion of thejr 

•business in India v * 

2. Banks -which are merely 

agencies of large banking 
corporations doing b-usiness 
all over Asia ••• 

III. Indian Joint-Stock 

Banks : 

1, Banks having capital 
•and reserve of Es. 5 lakhs 
and over 

2. Bankshaving capital 
■and reserve between Be. 1 
lakh and less than Bs. 5 
lakhs 


1910. 


1911. 


i34 


16 


'21 


11 


: "35 


16i 


i 16 


Ml 


1912. 


29 


20 


24 


16 
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^on d&posits of the several classes ofhanhs 
-her, each year. 
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CapitaJ^ TesesTve 9 deposits cmd cash haldnees 
of the three Presideney banks on 31st 
December each year, 

(Lakhs of rupees)-- 


Year* 

Paid-up Capi- 
tal. 

Preserve and 
Best. 

Total. 

1 De-posils, , 

Cash B:alancesi 

i 

I 

.2 

3 ' 

Private. 

Total 

1870; 

3,36 

25 

3,01 

' 5,43 

63,9 

11,82 

99,0- 

1913 : 

3,7^ 

3,73 

7,48 

00 

36,48 

' 42,37 

15,37| 

1914 , 

3,75 

3,89 

7,64 

5,61 

40,04 

45,65 

20,83. 

1915 

3,75 

3,72 

7,47 

4,88 

38,61 

43,49 

i 

14,65 

1916 

3,76 

3,60 

7,35 

5,20 

44,70 

1 

49,91 

17,2'/ 

1917 

3,7^' 

3,67 

7,42 

7,71 

67,71 

75,43 

33,77 

1918; 

3,75 

3,44 

7,19 

8,64 

50,97 

59,62 

17,07 

1919 ; 

3,7^ 

3,57 

7,82 

7,72 

68,21 

75,93 

23,62 
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Capitulf reserve^ deposits and cash balances of prin- 
cipal Indian Joint-Stock banks on 31st 
December^ each year^ 


(i' 


'r" 

! 


J.— Banks with capital and reserve of Es. & 
lakhs and over. — 

(Lakhs of rupees). 


Year. ' 

No. of reporting 
banks. 

1 Paid-up Capital* 

j Eeserve and Best. 

Total. 

Deposits. 

Cash Balances, 

1870 


2 

10 

2 

12 

14 

5 

1880 

• • • 

3 

18 

3 

21 

63 

16 

1890 

• • • 

6 

33 

17 

51 

2,70 

55 

1900 

• f» « 

9 

82 

46 

1,27 

8,07 

1,19 

1910 

• • • 

16 

2,75 

1,00 

3,76 

25,65 

2,80 

1911 

* » « 

18 

2,85 

1,26 

4,12 

25,29 

3,62 

1912 


18 

2,91 

1,34 

4,26 

27,25 

4,00 

1913 


18 

2,31 

1,32 

3,64 

22,59 

4,00 

1914 

... 

17 

2,51 

1,41 

3,93 

17,10 

3,53 

1915 


20 

2,81 

1,56 

4,38 

17,87 

3,99 

1916 


20 

2,87 

1,78 

4,61 

24,71 

6,03 

1917 


18 

i 3,03 

1,62 

4,66 

31,17 

7,64 

1918 

• • • 

1914,36 

1,66 

6,02 

40,59 

9,48 

1919 

... 

18| 5,39 

' 2,44 

7,63 

58,99 

12,16 



I 
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B, Banks ufith capital and reserve between Re. 1 
lakh and less than Bs, 5 Lahhs. 

(In thousands of Eupees) 


Year. 

No. of reporting 
banks. 

'P4 

c3 

o 

P4 

? 

rs 

Eeserve and rest. 

Total. 

Deposits, 

Cash Balances. 

1913 

1 

23 

39,14 

11,35 

50,49 

1,51,15 

24,95 

1914 

. 25 

42,22 

13,02 

55,24 

1,26,54 

27,99 

1915 

25 

45,38 

9,73 

55,11 

91,37 

i 20,01 

1916 

28 

51,77 

11,50 

63,23 

1,01,23 

16,66 

1917 

25 

44,16 

10,24 

54,40 

99,20 

20,42 

1918 

28 

48,65 

14,43 

63,08 

1,55,55 

36,90 

1919 

29 

1 53,94 

21,10 

75,04 

2,28,49 

53,70 






The De¥elopment of Indian Indus tidies. 


The war forms a landmark in the history of 
Indian manufacturing industries. It marks the 
beginning of a new epoch in which India is 
determined to manufacture for herself most of 
the articles for the supply of which she has 
hitherto been dependent upon foreign countries. 

The weakness of India’s industrial position 
and her dependence upon foreign countries for 
the supply of all kinds of manufactured goods is 
illustrated by the following table showing the 
value of imports into India and exports from 
India in the pre-war year 1913-14 according to 
four main groups 


[Table 
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India’s Foreign Trade in 1913-14, 



Imports. 

£ 

\ 

Exports. 

£ 

I, Food. Drink and 



Tobacco ... 
II. Baw materials 
and produce 
mainly un- 

16,441,000 

43,162,000 

manufactured 
III, Articles wholly 
or mainly 

7,038,000 

81,642,000 

manufactured 
IV. Miscellaneous & 

96,770,000 

36,394,000 

unclassified... 

1,916,000 

1,602,000 

Total 

122,165,000 

162,800,000 


Of the total imports in 1913-14, 79 per cent* ' 
consisted of articles wholly manufactured, and of ' 
the exports about 77 per cent, represented 
articles included in Groups I and II. 

As regards the import trade, it may be 
said that it is not merely the Indian consumer 
who is dependent upon foreign manufacturers for 
the supply of articles of luxury and comfort, but 
the Indian manufacturer is under the necessity 
of importing every year machinery and parts of 
jj]^^,ahinery of the value of hundreds of thousands 
of “^punds. The following passage taken from 


r' 
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the report of the Indian Industrial Commission 
,.<1916-18),^ which deals largely with pre-war 
. conditions, describes the deficiencies in the: pro- 
.dnction of articles : ~ 

‘‘ The blanks in our industrial catalogue are 
‘ of a kind most surprising to one familiar only 
with European conditions. We have already 
alluded generally to the basic deficiencies in our 
' iron and steel industries, and have explained how, 

• as a result of these, the many excellent engineer- 
ing shops in India are mainly devoted to repair 

• work, or to the manufacture, hitherto mainly 
from imported materials, of comparatively simple 
structures, such as roofs and bridges, wagons and 
tanks. India can build a small marine engine 
and turn out a locomotive, provided certain 
essential parts are obtained from abroad, but she 
has not a machine to make nails or screv^s, nor 
can she manufacture some of the essential parts 
of electrical machinery. Electrical plant and 
equipment are still, therefore, all imported, in 
spite of the fact that incandescent lamps are used 
by the million and electric fans by tens of 
thousands. India relies on foreign supplies for 
-steel springs and iron chains, and for wire ropes, 
a vital necessity of her mining industry. We 
have already pointed out the absence of any 
manufacture of textile machinery, and with a 
few exceptions, even of textile-mill accessories. 
The same may be said of the equipment of nearly 
all industrial concerns. The list of deficiencies 
includes all kinds of imb^inejon sjj.eam engines 


* Page 55 
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boilers, oil and gas engines, hydraiulic presses and 
heavy cranes. Simple lathes, small suger millSy 
small pumps, and a variety of odds and ends are 
made in some shops, but the basis of their 
manufacture and the limited scale of production 
do not enable them to compete with imported 
goods of similar character to the extent of ex- 
cluding the latter. Agriculturists’ and planters^ 
tools, such as ploughs, mamooties, spades, shovels 
and pickaxes are mainly imported, as well as the 
hand tools of improved character used in most 
cottage industries, including wood-working tools, 
healds and reeds, shuttles and pickers. Bicycles 
mortor cycles and motor cars cannot at present 
be made in India, though the imports under these 
heads , were valued at Es. 187 lakhs in 1913-14. 
The manufacture of common glass is carried on 
in various localities, and some works have turned 
out ordinary domestic utensils and bottles of 
fair quality, but no attempt has been made to 
produce plate or sheet glass, while optical glass 
manufacture has never even been mooted. 
The extent of our dependence on imported 
glass is evidenced by the fact that in 
1913-14 this was valued at Es. 164 lakhs. 
Porcelain insulators, good enough for low 
tension currents, are manufactured, but India 
does not produce the higher qualities of either 
porcelain or china. Attention has been directed 
to the building of steel ships, but until the local 
supply of steel has been greatly increased, it is 
more than doubtful if expectations in this direction 
can be realised, and it is probable that there aru 
other ways in which our present relatively small 
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supplies of Indian steel can be more quickly and 
more profitably utilised.” 

The industrial backwardness of India has 
been due to several causes, among which the 
neglect of applied science, the laissez faire policy 
of the Government in regard to industries and 
the shyness of Indian capital for modern enter-* 
prises may be mentioned. As is well known, one 
of the most important causes of Germany’s in- 
dustrial leadership is her zeal for scientific studies 
and the application of science to practical pro- 
blems. In India, till recently, the study of 
science occupied a very minor place in the educa- 
tional system. The education imparted in our 
schools and universities is still mainly of a liter- 
ary type, which accounts for the utter lack in 
India of scientific and business experts who could 
help in the organisation of industries, and who 
have, therefore, to be imported. Again, in indus- 
trial matters, the Government in the past have, 
with few exceptions, followed a ‘ let alone’ policy. 
So far from taking active steps to foster Indian 
industries, Government have viewed with dis- 
favour any proposal to assist Indian industries 
even indirectly by means of a protective tariff. 

The political and economic conditions of India,” 
wrote the Industrial Commission, have created 
a large export and import trade ; and this trade 
has brought about the present industrial position.” 
Unrestricted freedom of importation is responsi- 
ble in no small measure for the industrial back- 
wardness of India. It largely explains the 
shyness of Indian capital for modern enterprises. 
There was never any lack of capital in India, 
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bvA Indian capital was chiefly invested in 
agriculture and a few manufacturing industries, 
as jute and cotton. Profits in most of the indus- 
tries affected by foreign competition were very 
uncertain, and Indian capital avoided these in- 
dustries. Lastly, in the purchase of Government 
'stores very little advantage was taken of the rules 
intended to encourage ‘ the purchase ef locally 
manufactured articles, and Government Depart- 
ments generally indented on the India Office for 
their requirements. 

The war forced the Government of India to 
direct their attention to the question of develop- 
ing Indian industries. The unprecedented shrink- 
age of imports made the country realise, as it 
had never realised before, the terrible consequen- 
ces of too great dependence upon other countries 
for the supply of things essential in peace and 
war. The Industrial Commission emphasized the 
danger of industrial deficiencies in the following 
' , “words : — 

The list of industries which, though their 
producCs are essential alike in peace and war, are 
j! lacking in this country, is lengthy and almost 

1 -ominous. Until they are brought into existence 

on an adequate scale, Indian capitalists will, in 
times of peace, be deprived of a number of pro- 
{ fitable enterprises, whilst in the event of a war 

which renders sea transport impossible, India’s 
all important existing industries will be exposed 
to the risk of stoppage, her consumers to great 
hardship, and her armed forces to the gravest 
possible danger.’^^ 

t The Report of tlie Indiaa Industrial Commission, p. 55. 
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Every effort was made by the Govemment 
during the war to develop Indian industries 
, whose products were required, directly or in-' 
directly, for war purposes^ The Indian Munitions I 
Board was established in February 1917. The 
functions of the Board were to control and 
develop Indian resources, with special reference 
to the needs created by the war,. ..to limit and 
co-ordinate demands for articles not manufactured 
or produced in India, and to apply the manufactur- 
ing resources of India to war purposes wuth 
the special object of reducing demands on shipp- 
ing.” The primary object of the Munitions 
Board was to meet the demands of the armies 
operating in Mesopotamia, but it helped very 
materially in the development of Indian indus- 
tries by purchasing in India articles and mater- 
ials needed for the civil and military depart- 
ments and for the railways ; by diverting, 
so far as it was practicable, orders for 
articles and materials from the United 
Kingdom to manufacturers in India ; by giving 
assistance to individuals and firms who desired 
to import plant or to engage technical and 
chemical experts and skilled labour from England 
or elsewhere in order to establish new industries 
' or develop old ones ; and by the dissemination 
of information and expert advice and the giving 
of other direct or indirect encouragement to 
persons prepared to establish new industries in 
India. During the 18 months, from 1st April 
1917 to the end of September 1918, the Board 
spent 34 crores of rupees (£ 22,666,666). The 
stores were purchased by the Board mainly from 
Indian firms. 
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The Munitions Board paid special attention 
to the encouragement of ‘'key* industries, For 
example, some of the accessories used by the 
milling industries in India, such a^ 
pickers, sheep skins for rice polishing, belting 
etc. are now made in India. Other industries to 
which considerable attention was paid were the 
manufacture of anti-friction metal, ferro-man- 
ganese, glass, pottery, refractory bricks, disinfect- 
ing fluids, tea-pruning knives, tea chests, ajsbestos 
boiler composition, glucose, coir articles and 
graphite crucibles. 

Apart from action taken by the Government 

to encourage Indian industries, tbaxise of prices 

caused by the heavy decline in all kinds of imports 
gave a great stimulus to Indian manufacturing 
enterprise. Attempt was made by Indian manu- 
facturers to fill the gap caused by the shrinkage 
of imports. Old industries were strengthened 
and enlarged and new industries were establish- 
ed. But for certain causes, arising out of our 
pre-war industrial weakness, the growth of our 
industries during the war would have been even 
more rapid than it was. These causes were : (1) 
the difficulty of importing machinery and mate- 
rials such as are not made in India ; (2) the 


shortage of coal and coking plant and the short- 
age of railway wagons and coasting vessels (3) 
the difficulty of procuring from abroad chemical 
and technical experts and (4) the shortage of V 
skilled labour. 
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Particular Industries 
Cotton. 

Cotton spinning and weaving have been 
practised in India for a very long time. More 
than 2,000 years ago the mnslins of Dacca used 
to be exported to Greece, where they were known 
as Gangetika.* In the 17th and 18th centuries, 
before the introduction of steam power, Indian 
cotton goods were in great demand all over 
Europe. The importation of printed calicoes 
from India was prohibited in England, in the 
interests of Manchester, by an Act passed in 1721. 
Soon after this, however, the application of steam 
power to industry revolutionised the English 
cotton industry, and India gradually became an 
importer of cotton goods. A new chapter in the 
history of cotton spinning and weaving in India 
began with the establishment of steam power 
spinning and weaving factories in India. The 
first cotton^^^^m^^ was established in 1818 near 
Cpcutta ; the. first cotton mill in Bombay was 
€>.st,ablisbedin^^^l Ten years later there were 
a dozen mills with 33,8000 spindles at work in 
India. The progress of the cotton industry is 
shown by the following table : 

Impel ial Gazetteer of India VoL III, p. i95. 
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No. of mills in 
existence. 

Capital. 

Persons em- 
ployed. 

W 

B 

O 

o 

Spindles. 



£ 




1879-1880' 

68 

80,000 

39557 

13,307 

1,470,830 

1889-1890 

115 

568,216 

111,998 

23,845 

3,197,740 

1899-1900 

190 

469,029 

163,296 

38,520 

4,737,874 

1913-1914 

264 

1 

636,274 

1 

260,847 

96,688 

6,620,676 


The total quantity of piece goods produced 
in Indian mills in 1913-14 amounted to 
1,164.291,000 yards; the imports in the same 
year were 3,197,128,000 yards, or more than 2-3 
times the Indian production. The broad facts 
regarding home production and imj)orts since the 
war are given in the following table : — 


[Table 
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The above figures are taken from a table 
prepared by Mr. A. C. Coubrough.’^ Mr. Cou- 
brough estimates handloom production on the 
basis of figures of consumption of yarn by the 
handlooms. By deducting from the toial of 
imports and mill production of yarn, exports and 
re-exports of yarn, the total consumption of yarn 
in India is obtained. The mill production of 
piece goods is known — it was, for example, 158 
drores of yards in 1920-21. Assuming thaf '21 lb. 
of yarn was used up in making a yard of woven 
goods, the Indian mill consumption of yarn in 
1920-21 amounted to 33 crore pounds, which 
leaves 29’4 crores for the handloom industry. 
Assuming 1 lb. yarn =4 yards of cloth, the 
production of hand-woven goods in 1920-21 and 
the preceding years would be as follows : — 
Production of hand-woven goods in crores 
of yards. 


1914-15 

... 1,30 

1918-19 

... 1,13 

1915-16 

... 1,20 

84 

1919-20 

... 61 

1916-17 

1920-21 

... 1,18 

1917-18 

87 




Figures relating to hand-spun yarn are not 
available, but hand-spun yarn as compared with 
the mill production is inconsiderable. 

The Indian mills were much hampered 
during the war by the difficulty of importing 
machinery. This explains why the rate of in- 
crease in production was more rapid during the 
earlier than in the later jears of the war. 

Notes on Indiaa piece goods trade, by A. C. Coubrongh, 
(Buiietia of Indian Industries and Labour No. 16), 
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The following table shows by counts the 
imports and also the Indian mill production of 
yarn : — 

Imports into British India and Production 
in the Indian Mills of Cotton Twist 
and Yarn during 1920-21^ 


(In thousands) 


Counts 

Imports from Foreign 

Countries. i 

j 

iion in 
Mills 

U. K. 

Japan. 

Other 
cun- 
‘ tries. 

Total. 

S PH 

ncJ .2 

O 

^ d 


lbs. 

lbs. 

lbs. 

lbs. 

lbs. 

Nos. 1-20 
k» 21-30 
! „ 31-40 
Above 

391 

2,063 

12,626 

4,511 

1,944 

9,346 

2,689 

193 

860 

7,591 

4,190 

22,842 

443,471 

199,086 

15,024 

No. 40 
Others 
Waste 

8,590 

4,726 

1,406 

2,916 

24: 

49 

6,020 

7,691 

2,067 

' 355 

Total 

23,396 20,123 

3,815 

1 

473,334 

660,003 
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It will be seea that Indian mills have practi- 
cally a monopoly of the yarn trade below 3Q’s : 
counts and that Indian production of yarn between ^ 
3l and 40’s counts exceeds the imports from the 

United Kingdom or Japan, though total imports 

are greater than the home production ; a^regards 
the- higher counts, Indian production is something 
more than two-thirds of the imports. A proof 
of the fact that Indian mills are tending to spin 
higher counts is furnished by the following table . 
which shows that while there has been a steady 
rise in the production of yarn during 1918-19 to 
1920-21, the amount of raw cotton consumed has 
steadily decreased : — 

1918-19 1919-20 1920-21 


615,040,464 63,57,60,273 660,002,597 


7,299,873 7,154,805 6,833,113: 


99.27 91-93 94-00' 

The proportion of imports of cloths affected... 
by Indian competition is thus ’ estimated by Mt. 
AinscDugh, the British Senior Trade Commissioner, 
in India and Ceylbn : — ■ ■ ' 


Total pro- 
duction of 
yarn, lbs. 

Cotton con- 
sumed, cwt. 

Pounds of 
yarn per 
spindle lbs. 
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Average of five years ending March 1914. 


Description. 


Grey (unbleached): — 

Chadars 

Dhooties, saries and 
scarves 

Drills and jeans 

Long-cloth and shir- 
tings 

All other kinds 

White (bleached) ... 

Coloured, printed or 
dyed : — 

Checks, spots and 
stripes 

Dhooties (including 
loongies) 

Drills and jeans 

Saries and scarves ... 

All other kinds 


cS 

t-i ^ 

c3 ^ 

la- 


> Qa 

S ri ^ ^ 

\ O 

t O 

: -3 ro .■« 

"o ^ "o 
i “ 8 & 

' a 

s JS o 
\ o ^ 

^ g 

J d ,X c3 


48,345 

75 

36,259 

6,905,037 

22 

1,519,108 ; 

301,645 

],00 

301,645 - 

5,455,145 

90 

4,909,631 

1,346,884 


' r 

7,468,859 

” 5 

373,443 :'| 

i,/ 

90,266 

60 

'! 

54,160 

610,263 

30 

183,079 

340,530 

1,00 

340,530 

1,009,852 

16 


6,581,066 

... 

161,576 


... 7,879,431 
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According to this calculation a little over 26 J 
per cent, of the total piece goods imports is 
&ected by Indian competition.'^ 

Metallurgical industries. 

There is no lack in India of raw materials ,1 

required for the development of metallurgical . 

industries. This fact was well known to the 
ancients. Nearly 300 B. C., Megasthenes wrote 
that India “has under-ground numerous veins 
of all sorts of metals, for it contains much gold 
and silver and copper and iron in no small 
quantity, and even tin and other metals which 
are employed in making articles of use and 
ornament as well as the implements and accou- 
trements of war.”* 

Writing in 1881 in the introduction to his 
JScono 7 nic Geology of India ” V. Ball thus 
commented on the passage quoted above 

“ To many it may appear that it was a 
fanciful and fabulous India, very different from 
the country as it is now known to us. To such 
the facts set forth in this work not only as to the 
extent of the mineral resources, but also as to 
the extent of the ancient mining operations, will 
come almost as a revelation. 

“ Speaking generally, the value of the majori- 
ty of the deposits is relative to external circum- 
stances. W^ere India wholly isolated from the 

* Beport on the Conditions and Prospects of British Trade in 
Tndia at the Close of the War, by Mr. T. M. Ainscongh vCmd. 

Handbook " published by the Indian Munitions 
Board, p. 123 ^ 
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rest of the world, or were her mineral productions 
protected from competition, there cannot be the 
least doubt that she would be able, from within 
her own boundaries, to supply very nearly all 
the requirements, in so far as the mineral world 
is concerned, of a highly civilised community. 
But the consumer would probably have to pay 
more than he does at the present day 

About 1881, however, no important metal- 
lurgical industries, working on modern lines, 
existed in India. It was in 1885 that the Mysore 
Gold Company was founded. The Barker Iron 
Works were, indeed, established in 18.15, but it 
was not until 1899 that the Company, under the 
present Managing Agents, Messrs, Martin and 
Company of Calcutta, succeeded in producing pig 
iron at a profit. Thus at the beginning of the 
present century the only successful metallurgical 
works were the gold milling and reduction plants 
of Kolar and the Barker Iron Works. Great 
progress has, however, been made during the 
last 20 years. In 1903 the Hutti Gold Mines 
^Hyderabad State) commenced operations. In 
1907 the Tata Iron and Company was established. 
In 1909 the Burma Mines, Limited, was started, 
and they are now smelting for lead and silver. 
Hhe Indian Iron and Steel. Company was floated 
in 19 18 with the object of producing pig iron, 
in the same year the regular production of blister 
copper was started in India. ; 

The production of metals in India from 1908; 
.to 1 9 1 7 is shown by the following table : — 




:)f August 1918. 

lueti n of blister copper commenced August 1918. 
r output. 
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Ikon and Steel. 

The Tata Iron and Steel Company. 

The Company, as has beeD. stated above, 
was started in 1907 ; it commenced active oper- 
ations in 1912. It owns several iron mines and 
limestone quarries ; magnesite deposits in the 
Mysore State, and nine large coal mines, four 
of which are located on the Jharia held. The 
present position of the Company is described 
in the following extract from the report of the 
Directors for the year ended 31st March 19*21 : — 

The Directors state that the original schem^ 
for the greater extensions provided for two bias^ 
furnaces, one duplex (steel) furnace, a plate mill, 
a continuous sheet bar and billet mill, sheet 
mills and a merchant mill with their requisite 
miscellaneous equipment. The original plan has 
undergone many alterations and additions. In 
1917-18 the scheme was enlarged considerably. 
In 1917 one additional blast furnace (the Batelle 
furnace) was purchased, and it has been in 
operation since August 1919 ; a blooming mill, 
a rail and structural mill and a second Duplex 
furnace were added ; the capacity of the plate 
mill was increased ; and substantial additions 
were made to the continuous sheet bar and billet 
mill, the sheet mills, and the merchant mill as a 
result of improvements in design and whth the 
object of increasing their capacity. In order to 
provide tfie raw materials required for the in- 
creased production the company has made large 
additions to its reserves of coal, ore and fiuxes, 
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and now has in sight and under its own control 
fully adequate supplies for the near future. The 
development of the towns has naturally kept 
pace with this expansion, and in 1918 the com- 
pany obtained an additional 20 square miles of 
land to provide for the suitable housing of its 
workmen and for the subsidiary industries which 
will eventually be grouped round the steel works. 
This is the scheme for the greater extension as 
it stands at present. 

‘‘The production of finished products available- 
for sale for the past year was 88,980 tons of pig 
iron and 120,570 tons of finished steel. When 
the entire scheme given above is carried thioughj. 
the production available for sale will be 1 74,000 
tons of pig iron and 425,000 tons of finished steel. 
It is not possible to say definitely in what exact 
shape this material will be put upon the market. 
The new plant, when completed, will have a large 
reserve of rolling power and our steel will be 
diverted from one mill to another in accordance 
with the fluctuations of the market and the 
competition which enters it. But we expect ta 
work up to this production within four years. 
All such estimates of future production must 
necessarily depend upon many circumstances 
which in the present state of the world no man 
can forecast with absolute certainty. We esti- 
mated that the original scheme for the extensions 
would be completed by July 1921. Since that 
estimate was made the whole scheme has been 
enlarged, the design has been improved, and many 
additions have been made owing to alterations, 
in practice which have been discovered since the 


$ 
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original plans were' lard. The site has also been 
changed. These alterations have been made on 
the best expert advice and will nndoubfcedly tend 
to greater economy in working. They have, 
however,, inevitably delayed the completion of the 
scheme./ Onr progress has also been delayed by 
many factors which could not have been foreseen; 
by restrictions imposed by the various Govern- 
ments upon manufacture and shipment both 
during and after the war; by the prevailing unrest 
and continual strikes which have occurred both 
in Europe and America ; by the shortage of ocean 
labour and materials in India ; by the congestion 
of the port of Calcutta ; and by many other causes 
which have followed directly and indirectly from 
the war and which have been entirely outside our 
control. The constant fluctuations in exchange 
and prices have also materially affected the prices 
which we have had to pay.j In spite of all these 
difficulties the Batelle Furnace is actually in 
operation, the plate mill is practically complete, 
and two more blast furnaces and one Duplex 
furnace will be ready to operate in 1922 

It was intended to start a number of sub- 
sidiary industries in the neighbourhood of Sakchi 
in connection with the steel works. The manu- 
factures which it was intended to produce in- 
cluded stejl t^^^ and,, pipes; .tinplate; enamelware 
of various descriptions ; railway wjgpm^^ spelter ; 
wire shapes of various kinds, including fencing 

Quoted by Ainscough in ** General Eeview of the conditions 
and prospects of British trade in India during the fiscal years 
1919 20 and 1920-21*', p. 59. 
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wire, nails etc.; tea machinery ; structural tools • 
galvanised products ; jute-mill machinery ; struc- 
tural work ; iron and steel castings ; heavy 
chemicals ; sulphuric acid ; nitric acid ; fertilisers ; 
explosives; drugs and perfumes. Owing to un- 
foreseen difficulties the progress made in the 
development of subsidiary industries has been 
small, as the following extract from the report 
of Directors will show : — 

‘‘ One subsidiary, the Mauifiath 

Works, has started the manufacture of jute- mill 
machinery, but progress of the others has been 
delayed by the unusual circumstances of the past 
year. Capital cannot at present be easily raised, 
and increased cost of machinery and plant from 
abroad has delayed the completion of their 
^ , projects. In some cases the schemes which were 

: under consideration have been definitely aban- 

doned. These include the Burma Corporation 
• project for the smelting of zinc, and our nego- 

' tiatioiis with the Eastern Chemical Company, 

Messrs. Stewards & Lloyds, Messrs. Vickers, 
i and Messrs. Jessop & Co. Ltd. We are, however, 

I . , still negotiating for the establishment of plants 

j for the manufacture of railv/ay wagons and loco- 

j motives, agricultural implements, wire products, 

:i tin plates, enamelled ironware, cables and special 

I I steel for reinforcement. We have every reason 

1 to expect that these and other manufactures will 

ultimately be established at Jamshedpur and v/ill 
use our steel in ever increasing quantities as the 
industrial development of the country grows* 
But for the present we do regret a certain limi- 
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tation of our commitments for the supply of 
material at special prices/^ 

' TAe Bengal Iron aiid Steel Company. 

I The Bengal Iron and Steel Company took 
i over the Barker Iron Works in 1889 and it came 

iBto the hands of the present Managing Agents, 
as mentioned above, in 1899. It works at .Kulti 
on the Bengal coal-field. It has four blast fur- 
naces, each with possible output of 80 tons of 
pig iion a day. The total output of pig iron is 
about 10,000 tons a month. In 1918, at the 
mstance of the Indian Munitions Board, the 
Company turned one of their blast furnaces to 
the maiiuiacture of ferro-mangariese. The pro- 
duction of the Company in J91G amounted to 
84,965 tons of pig iron, 4,732 tons of ferro- 
manganese and 29,635 tons of iron castings. 

specialised on castings and the 

works contain a large foundry making pipes up to 

inches in diameter, bends, columns, fencing 

sockets, “ ■pot sleepers ■ and chains ; 'and another 
foundry capabio of, producing castings up to 20 
tons „in. weight. ■ " 

The Indimi Iron and Steel Company , 

The Company has not yet started active 
■operations, but its first furnace is expected to 
be ready very shortly. 

Plans are being matured for starting two 
■other iron and steel projects. 

Ibid. p. 60. , ~~~ ’ 
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The recent discovery of a mountain rang© 
of iron ore in Singhbhum (Orissa) is of very great 
importance to the Indian iron and steel industry. 
It is expected that Singhbhum will provide re- 
serves of high grade iron ore sufficient for all the 
requirements of the Indian iron and steel industry 
and also for the neighbouring Eastern markets. 

Imports. 

The total imports of iron, iron or steel, and 
steel in 1913-14 were as follows 

Tons 

Iron (excluding ore) ... 46,692 

Iron or steel ••• 718,471 

Steel ••• 235,085 

The share of the more important countries 
in the import trade is shown by the following 
table ; — 


[Table. 
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1913-14. 

Iron (ex- 
cluding 
i ore.) 

Iron 

or 

steel. 

Steel. 


per cent. 

per centj 

per cent. 

British Empire 

58 

75 

18 

Germany 

5 

14 

39 

Belgium 

31 

7 

42 

United States 

•07 

3 

•07 

Japan 

... 

... 

•007 


During the war the imports from Germany 
and Belgium ceased while those from the United 
Kingdom declined heavily, but there was a steady 
increase in the imports from the United States 
and Japan, as is shown by the following table: — 


[[Table. 


iP 
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1913-14. 

1914-15. 

1915-16. 


£1,000 

£ 1,000 

£ 1,000 

Iron (excluding ore) : — 




United Kingdom ... 

242 

147 

204 

Belgium 

102 

13 

... 

Sweden 

30 

19 

20 

Other countries 

19 

5 

11 

Total ... 

393 

184 

235 

Iron or steel : — 




United Kingdom 

6,810 

4,640 

3,686 

United States 

270 

340 

1,198 

Belgium 

429 

150 

35 

Japan 


7 

iO 

Germany 

877 

260 

26 

Other countries 

115 

81 

120 

Total ... 

8,501 

5,478 

5,075 

■Steel : — 




United Kingdom 

402 

247 

353 

United States 

12 

28 

393 

Belgium 

702 

292 

39 

Germany 

647 

273 

23 

Other countries 

14 

10 

11 

Total ... 

1,777 

860 

819 




1916-17. 
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I 

i 



CO 


’T 



00 


r-i 


ca 

tH I 

r-i 


£ 1,000 


430, 

9^ 

11 


£ 1,000 


£ 1,000 


244j 

...I 

7 

60 


71 

"sl 

193 


0 

01 

» 

o 

rH 

O 


£ 1,000 


283 

30 

25 

101 


o 

CM 

a 


£ 1,000 


666 

175 

63 

53 


450 

' 301 

267 

499 

1 957 

8,261 

1,947 

2,564 

8,487; 

17,851 

1,445 

2,018 

2,481 

4,090 

4,576 

3 



132 

931 

58 

227 

663 

39 

j 50 

7 


. . . 

2 

252 

145 

327 

I 

508 

17! 

529 

4,919 

4,519 

6,216 

12,921 

24,1 89 

851 

152 

147 

1,298 

3,736 

176 

179 

1,047 

1,209 

579 

1 

. . . 

• • • 

237 

1,317 

1 

. . . 

. . . 

2i 

324 

22 

20 

623 

141 

196 

551 

351 

1,817 

2,906 

1 6,152 
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It will be seen that the imports of iron ora 
steel in 1918-19 from Japan were about one- 
iourth of the total imports from the United 
Kingdom, while those from the United States 
were about equal in value to the British imports ; 
the American imports of steel far exceeded in 
value the British imports. In 1919-20, and 
particularly in 1920-21. while the American 
imports have remained practically stationary, 
British imports have rapidly increased. 

Jute. 

The following passage taken 
Imperial Gazetteer of India, Vol. Ill, relates the 

early history of jute : _;j.u t„, 

“ Jute fibre was first experimented with by 
Europeans in,J^, the result being so unfavour- 
able that 'Brokers’' were for some subse- 

nuently required to give a guarantee that sales of 
fibre effected by them were free from adulteration 
with iute. One of the earliest commercial re- 
ferences to the fibre occurs in the Customs 
returns of 1828. In that year 364 cwt. of raw 
fibre, valued at Rs. 620, were exported to Europe. 
The manufacture of gunny bags and cloth was at 
that time entirely in the bands of the Bengal 
peasant weavers, but the traffic could not have 
been very extensive. In 1832 an enterprising 
Dundee manufacturer experimented once more 
with the fibre, and was able to show that it might 
.be used as substitute for hemp. ' From that date 
iute gained rapidly in popular favour. It wa 
recognised that it was capable of the most minute 
separation, but it is only within the past few 
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years that this advantage has been utilized for 
the filler textile purposes. In time the difficulty 
of bleaching and dyeing the fibre disappeared ; 
and the success of jute being thus assured, the 
foundation of; the manufacturing enterprise of 
Dundee -and Calcutta was laid.*' 

ThDre were in 1913-14, M jute mills.at work 
in India with 36,050 looms fnf 744, 288 spindles, 
giving employment to 216,288 persons. 

The outbreak of war caused a crisis in the 
jute industry. Before the war: G-ermany was 
next to the United Kingdom India's best 
customer for - raw jute, Germany took about 
800,000 bales annually, and 250,000 went to 
Austria-Hungary. The sudden closing of these 
markets to the exports of jute, combined with a 
bumper crop, brought down the price of jute from 
Bs. 86‘8 per bale of 400 lbs. in April 1914 to 
to Es. 31 in December of the same year. The 
exports of taw jute showed a heavy de- 
cline in 1914-15, and ' remained below' the 
pre-war standard throughout the war. 
The exports of jute' manufactures, how- 
ever, steadily increased during the war. 
The war was a period of great prosperity for the 
jute industry. The war demand for jute manu- 
factures was strong, labour was plentiful and 
prices realised by the mills were high. The 
following table shows the progress of the jute 
industry during the war 
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S 

th 

No. in thousands. 








Number 
at work. 

Nominal 
in lakhs 

Persons 

employ- 

ed. 

xA 

a 

o 

o 

.-T 

Spindles. 

1914-15 

70 

1,394*3 

238 

38 4 

795 5 

1915-16 

70 

1,322’5 

254 

39*9 

812*4 

1916-17 

74 

1,402*4 

262 

39 6 

824*2 

1917-lS 

76 

1,42-8*4 

266 

40*6 

834 0 

1918-19 

76 

1,447*2 

270 

> 39 3 

8237 


Wool. 


Five woollen mills were working in India 
during the war ; in addition, a small disused 
I W’'oollen mill in Bombay was utilized for the 

i manufacture of blankets. The home production 

( now amounts to 6,000,000 yards of woollen and 

I worsted cloths ; 5,000,000 items of hosiery, such 

I M as socks, jerseys, mittens etc. ; 1,260,000 pairs of 

! W'oollen ; 1,500,000 blankets fhndi jliools^ 

I and 50,000 yards of felt. India is, however, by 

! no means independent of foreign supplies of 

woollen goods, as is shown by the following 
I table:-— 
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In thousands. 





! 

00 

ON 

d 




rH 


r-i 

(M 

03 



CO 

r-H 

t>I 

1 CO 

. ON 

o 



a^ 

tH 


1 On 

o\ 

t-H 

OS 

tH 

Piece goods, 

3’^ds, 

27,329 

9,230! 

5,663 

3,377 

11,007 

Shawls 

No, 

2,101 

21 

7 

19 

16 

Carpets and 

nigs, 



i 

i 




lbs. 

1,980 

373 

207 

528 

483 

Frsiery 

Us- 

537; 

247 

245 

92 

325 

Yarn t^nd ! 

Knit- 






ling wool, 

Ibs 

1,059 

217 

265 

94 

320 

Other sons 

lbs. 

1,593 

230\ 

164 

274 

551 


Before the war the largest number of shawls 
was imported from G-erroamy^nd Austria-Hungary. 
In 1913-14, of the total number of shawls im- 
ported, 2,101,748, no less than 1,594,939 (£294,147) 
came from Germany, and 93,895 (£13,102) from 
Austria-Hungary. The decline in the imports of 
shawls is due to the temporary elimination of 
the Central Powers from our markets. Of the 
total value of imports of woollen goods in 1913-14, 
£ 2,568,168, Germany’s share was £ 716,334, and 
Japan’s only £925. In 1920-21 the imports 
from Japan were valued at £ 232,000. 

Papeb. 

The history of paper making in India with 
modern appliances b^ins in 1867 when a paper 
mill was established a£ Bally, though as far back 
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as 1811 the missionaxies at Serampore used 
machines to make paper for the. Missionary Press. 
There were six paper mills ^^orking in India 
before the .war. The rhills cpiefly used ^sahai 
grass as , their raw material, jn addition to im- 
porting some 13,000 tons of -fpood-pulp (1913). 
The difficulty of importing wood-pulp during the 
war led the mills to make a rhore extensive use 
of saMi grass and other raw materials obtained 
from Indian; sources. There are now nine paper 
mills, producing in all about- 3-2,000 tons of paper 
per annum; the imports in a jnormal year are 
estimated at double the outpult of all the Indian 
mills.; The Indian paper makiiig industry cannot 
be said to be in a satisfactory position. The 
Indian mills cannot compete with paper made 
from wood-pulp. The paper made from grass is 
of a better quality than that made from W'ood- 
pulp, but it is more costly, and the market for 
I it is limited. The Canadian Trade Commissioner, 

j in a report published in 1916 thus sums up the 

! : situation: “The paper manufacturer in India is ; 

! , unfortunate. He is shut out from his most; 

' important market, that' for cheap papers, by the'\ 

high cost of his pulp. The domestic market for-' 
good papers for which his pulp is suitable is not/ 
large .enough to be worth his while.”* At the" 
present time, in consequence of trade depression 
in England, , British manufacturers are selling 
paper in India “ at prices which they openly 
declare are below thehost of production.” The^ 

^ Quotfd fcy Mr. A. li Barbour iti his article on “ * he 
raodern paper ninkinpr industry in Tndia/^ in the Journal of Indiaa 
Iu4ttsines and liabour' JNovBmher 192 1 . . v > 
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-Meet of tbis dumping on the home industry, i# 
it IS allowed to go on uncheckd, must be disi 
-astrous.- Indian paper manufacturer has" 
* also suffer ed much from the policy of our railways^ 
to discriminate in favour of the importer. 

'1 here is very little doubt that the paper 
making industry would be encouraged by the 
'adoption of measures which prevent dumping and 
f)rotect it against foreign competition. The im- 
pil'Oveiment in the provision of railway transport 
and favourable treatment in regard to railway 
vrates would materially assist the industry. The 
Government can further render valuable help to 
■the industry by buying supplies as far as possible 
in India, i 

Tanning and Leathee. 

Apart from a great number of small tan- 
rieries which exist in Southern India, the Bombay 
Presidency and the Punjab, there were in India 
before the war 7 large tanneries capable of pro- 
ducing really good leather. During the war 5 
more tanneries were started, and since the con- 
clusion of peace 18 new tanneries have come into 
•existence. With the large amount of leather 
which these S^^tanneries will produce when they 
are fully wofling, the prospects of the extended 
manufacture of boots and shoes in India seem to 
be very bright. 

! There has also been a satisfactory increase 
n the production of soap, glass and Portland 
sement. Two companies have recently been 
started to manufacture* enamelled hollowwaro. 
Paints, vaimishes and painters* materials are not 
jet made in India, but most of the raw materials 
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■required for this group of industries are availabla 

in India and it is to be hoped that the manufae- | 

ture of these articles will be undertaken in tho 
near future. As regards electrical goods, electrical I 

fittings such as water-tight lanterns, deck fittings, , 

iron-clad plugs and sockets, hand lamps, table- 
lamps, plain glass globes and the like are now ^ 

made in India. It will probably take long to | 

make electrical machinery in India, as it is very ; 

complicated and as the requisite materials, such 
as cast iron of high permeability, mild steel, thin 
iron plates with special magnetic properties, etc., 
are difficult to obtain here. 

Attempt is also being made to develop the j 

various chemical industries, as the establishment 
'/ of these industries is essential to the progress of 

textile and other industries. A list of chemicals- I 

; manufactured in India has been published by 

\ order of the Government of India as a Bulletin 

. of Indian Industries and Labour, No. 21. 

! i The steps taken by the Government to> 

I encourage Indian industries during the last six 

^ ‘ or seven years constitute the greatest departure 

from the policy of laissez faire which was the o 
keynote of the Government’s industrial policy 
‘‘ before the war. JQ 3 ii artm 0 gs~of Industries^ve 
Cl. been established :in_ meFy.-f^ Pro- 

- 'vinciai Directors of Industry meet every year 
' - in conference,. to consider questions relating to 

" Indian industries^and labour. The recommenda-- 
'"..’tions of the Industrial Commission are being 
■ /' given effeec to. “Pioneer” anj^ ‘lde.DiOinstration ” 
.J^^factories are being esfatlTs^^^ some provinces ' 

It is proposedTtd^set 'up a demonstration tannery ^ 
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in the neighbourhood of Calcutta. This would 
be an Imperial undertaking. Among provincial 
ventures may be mentioned : the Demonstration 
Pottery Factory in Bombay ; the Pencil F'^actory, 
Aluminium Factory, the Soap Works, a Jam 
:and Pickle Factory and a Glue Factory in 
Madras, and a tanning school at Nagpur. It is 
also proposed to start a Boot Demonstration 
Factory either at Lahore or ilmritsar and a 
Dyeing Factory at Lahore. The object of the 
Dyeing Factory would be to provide instruction 
in the use of chemioal dyes ; it will also experi- 
ment in vegetable dyes. A “ pioneer ” factory, 
it may be explained, is one established by Gov- 
ernment on a small commercial scale in order 
to ascertain and overcome the initial difficulties 
and discover if the industry can be worked at a 
profi-t. Government undertakes the pioneering 
of industries when private enterprise is not 
forthcoming. Demonstration ” factories serve 
as schools for the training of men as operatives, 
foremen or managers under strictly commercial 
conditions. In some cases the object- is to show 
how local industrial practice may be improved. 

An important but somewhat complex 
question is that of financial assistance to new 
industries. Th^»-andnsj3rM now existing 

in the country (the largest of these banks is the 
Tata Industrial Bank) are doing very little for 
Indian industries. They are mostly engaged 
in ordinary banking business, not industrial 
business. The Industrial Commission recommend- 
ed the appointment of an expert committee to 
formulate schemes for the establishment of 
industrial banks, but in view of the recent 
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amalgamation of the three Presidency Banks into 
the Imperial Bank of India the appointment of the' 
expert committee has been deferred. On©' of the' 
conditions of the formation of the Imperial Bank 
was that ,100 new branches should be established 
within five years, but it may be doubted whether 
the new branches of the Imperial Bank would.' 
afford any real financial help to Indian industrial- 
ists. The existing industrial banks find it difficult 
to finance middle-class industrialists as they do not 
possess adequate information about their financial 
position. The creation of a Government organi- 
sation to inquire into the solvency and standing 
of such applicants seems to be necessary. At 
a recent conference of Directors of Industry, Sir 
Alfred Chatterton, the industrial adviser of the 
Tata: Banki said that for large undertakings the 
Tata Bank would institute its own inquiries and 
make loans without any reference to Governmentj 
for medium undertakings (loans over Bs. 5,000> 
the Bank required a preliminary enquiry and 
report:by a competent Government officer before 
granting a loan; for small transactions (less than 
Bs. ,5,000) the Bank would require a Government 
guarantee. 

It may be stated that Provincial Governments 
now enjoy full powers regarding loans to indus- 
tries, ; They can give cash grants, recurring 
and non-recurring, at their discretion, and make 
loans ,from the Provincial Loan Account to any 
extent they consider necessary. These, powers 
have been , conferred upon Local Governments^ 
by the new government of India Act. The mext 
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few years will show how far the provinces use 
their new powers to develop local industries. . 

Eeforenca may also be made here to the 
report of the Indian Stores Purchase Conimitteej 
which was appointed at the insfcance of the 
Industrial Commission to make detailed sugges- 
tions regarding the purchase of stores. The 
Committee recommends that complete freedom 
should bo granted to India as to the stores rules, 
and that it should be accepted as a, policy, not 
only in theory but also in practice, t? at all 
stores required for the public service s iall be 
obtained in India whenever thay are procurable 
in the local market of suitable quality and reason- 
able price, preference being given to articles of 4,, 
Indian origin. < 

The bearing of India’s fiscal policy upon the 
development of Indian industries is being con- 
sidered by the Indiau Pisoal Judging 

from the evidence given before the Commission 
by Indian witnesses, Indian opinion seems to be 
practically unanimous in demanding some measure 

of protection for Indian industries. Indian 

opinion, while it strongly supports^ protection^ is, 
at the same time, most determinedly- opposed to 
that form of protection known as Imperial 
Preference, which means protection for the British 
manufacturer at the expense of the Indian con- 
sumer. The prospects, however, for the adoption 
of an independent fiscal policy with the object 
of making use of the tariff for assisting Indian 
industries do not seem to be very hopeful. Mr.. 
Montagu, the late Secretary of State for 
India, declared sometime ago that India had been 
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granted her fiscal freedom- Bnt Mr. Montagii 
has been driven from office and opinion in 
England, under the influence of Lancashire, now 
seems to incline in favour of the view that it was 
never intended to give India complete control 
over her traiff arrangements* It is signi- 
ficant that the Finance Member of the Indian 
G*overnment, Sir Malcolm Hailey, while pro- 
posing additional taxation for 1922-2:j, suggest- 
ed an increase in the excise duty on cotton 
goods made in Indian mills from to 7i per 
cent, along with the proposal to raise the import 
duty on cotton goods from 11 to 16 per cent., and 
that when the Legislative Assembly rejected the 
proposal to increase the excise, he declined to 
support the increase in the import duty on cotton. 
For 1922-23, India has a large uncovered deficit, and 
the increase in the import duty on cotton would 
have reduced the deficit by more than a crore. 
It is difficult to see how India will be allowed to 
levy protective duties on British imports when 
objection is taken to raising the tariff even for 
revenue purposes. And yet, since England herself 
has accepted the principle of safeguarding ’’ 
industries, she cannot, in fairness, deny India's 
demand for protection, which is only another 
name for safeguarding ” industries. The ulti- 
mate decision of the question, in the opinion of 
the writer, will be largely determined by political 
influences, whatever be the report of the Indian 
Fiscal Commission, and it will be long before India 
gets complete fiscal autonomy. Perhaps it is 
vain to talk of fiscal autonomy v/ithout political 
autonomy. * 


India’s Foreign Trade during the War. 


There was a reduction in the value of exports 
and imports in 1914- 1 5. The reduction was due 
to the cessation of trade with enemy countries, 
the curtailment of trade with France and Belgium, 
the restriction of trade with, neutral countries, 
the scarcity of tonnage and the disorganisation 
of the world’s exchanges. The total value of 
exports (including re-exports) in 1914-15 was 
£ 121,061,000, as compared with £ 165,919,000 
for the pre-war year 1913- 14 ; the imports fell 
from £ 122,165,000 in 1913-14 to £ 91,953,000 in 
1914-15. The! effect of the outbreak of war on 
our foreign trade is, however, more clearly seen 
if we divide the year 1914-15 into two periods, (1) 
April to July (2) August to March, and compare 
the trade in the eight war months from August 
to March with that for the corresponding period 
of the previous year : — 


[Table 


iMDIA’S FOREIGN TRADE DURING THE WAR 

(Lakhs of rupee.) 


is Sfi sS 

coo ^_g :2;o 

r-l4s —l-vs 


Imports 

56,05 I 

1,27,20 

54,77 

Exports 

78,12 

1,66,08 

82,01 

Ee-exports ... 

1,54 

3,14 

1,59 


Increase (+) or decrease ( — ) 

{Lakhs of rupees). 



April to 
July. 

August to 
March. 

Imports 

1 -1,28 . 

-44,04 

Exports 

+ 3,89 I 

-70,61 . 

Be-exports 

+ 5 

,■ -62::^ 


thus a little xEioxe than 115 crores of rupees. 
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The fall m exports, as will be seen, was ; of 
a more serious . character than the decrease in 
imports, and it produced serious conseqences^ 
In 1913-14, 10 per cent, of our exports went tO’ 
Germany and 3‘5 per cent, to Austria-Hungary,: 
Taken together, these two countries were impor*^- 
tant purchasers of our raw produce, particularly 
food grains, raw cotton, raw jute, seeds and hides 
and skins. The closing of their markets to, our 
proGuce, combined with the curtailment of 
exports to France and Belgium, brought about; 
a fall in the value of cotton, jute, oil seeds etc. 
which inflicted severe losses on our growers of 
these products, ; ‘ 

When however, the first shock of war was 
over, both our export and import trade began to 
expand, though the recovery in the import trade 
was slower. In 1915-16 the total value of 
imports was iS 87,991,000 as compared with 
Sj yl, 953, GUO for the preceding year, but the 
exports in 1915-16 were greater than those in 
1914-15 by ^ IGi millions. The increase in the 
exports of jute, tea, gunny-bags, and cloth was 
noteworthy- 

In war time it became necessary for Governr 
ment to control trade generally and to restrict 
trade in particular articles. Soon after the’ 
outbreak of war ordinances were issued provide 
ing for the temporary impressment of vessels, 
prohibiting financial and other dealings with enemy 
states, and making it possible to obtain informa- 
tion as to the stocks of articles of commerce, 
and for taking over by Government of stocks un- 
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■Ur witViViftld from t'ne market. The 
necessarily Government, as stated by the 

general pel J Budget speech was 

iSt twae in food staffs and articles 

IT hpi-ncy turned to warlike uses in the 

:r S conntrie”s whe^e 

•TlLSc tie Un tad I nV^ S Allied conn- 
Sf o connSs which” are taaMng mnmt.ons 

r aiIioq and (c) to restrict the export 01 

l^ry few aSsTowtag to th,.r hemg needed in 

““Apart tom restrictions imposed »?““ 

bv Government, trade was much hindered 

throughout the war by the f 

and the consequent abnormal rise in 

About freights in 1916-17 the Bev^ew of the 

Trade of India for that year says ^ 

“ Two additional factors m the year s trade 

were the famine in tonnage, and 

ter of the vear) difficulties connected with unance 

on account of L curtailment of 

re<rard to the former, the words no 

wint large on almost every page of the Be • 

S many respects this may be regarded as the 

principal event of the year. At the 

vear freif^hts, in consequence of the tonnage 

difficulty rose to fourteen times their pre-war 

^°^%he rise in freights partly worked in our 
favour, for while it did not prevent the export of 
such articles as were needed for 
diminished imports and. thus helped o 
the balance of trade in ouir favour. 
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The exports from India are ordinarily of a 
much greater value than the imports into India. 
In the quinquennium immediately preceding the 
outbreak of war the average net exports from 
India amounted to £ 52 millions. The average 
net exports during the corresponding war years, 
as will be seen from the figures given below, 
amounted to about £ 51 millions : — 



Exports 
£ 1,000. 

Imports 
£ 1,000. 

Net 

Exports. 

£ 1000. 

1914-15 

121,060 

91,953 

29,107 

1916-16 ... 

131,641 

87,991 

43,650 

1916-17 ... 

163,989 

99,757 

64,212 

1917-18 ... 

161,709 

100,283 

61,426 

1918-19 

169,254 

112, 6«9 

56,565 

Average ... 

149,624 

98,534 

50,990, 

1919-20 

326,793 

207,972 

118,821 

1920-21 

256,347 

385,603 

—79,256 


The average balance in Indians favour in the 
war period was slightly less than in the corres- 
ponding pre-war period. This was chiefly due to 
the unfavourable conditions in the first two years 
of the war. . India enjoyed exceptionally favour- 
able balances during, the last three years of the 
war, while in 1919-20 the net exports attained 
the record figure of £ 118,821,000. The war 
demand for some of oiir exports as jute manu- 
factures, tanned hides, rubber,, oils, tea, gramv 
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cotton and woollen goods ' and leather mannfac- 
tures was very • considerable, and m spite of a 
rising exchange .the exports increased rapidly. 

The rise in prices w'as- a very impoibant 
cause of the increase in the value of imports and 
exports during the war. >Ifi many cases it con- 
ceals a decline in the actuah quantities exported 
and imported. : For example, the declared value 

of the imports of merchandise m 1918-19 was 
Ea. 169 crores, showing an increase of Es. 19 

oTores over 19l7-18,:but if the- quantity of goods 
imported in the two'years is. considered, that is 

if the value of the imports in' 1918-19 is re- 
calculated at the price of 1917^18 and a com- 
parison is made on this basis, imports in 1918-19 
■as compared with the preceding year are found 
to have decreased by Es.' 10 crores. Similarly 
the declared value of exports in 1918-19 exceeded 
that of exports in 1917-18 by Es. 43 crores, but 
the volume of exports had at the same time 
decreased by Es. 37 crores. 

Table IV shows the voltime and value of 
exports and imports for 1920-21 re-calculated at 
the prices of 1913-14. It will be seen that the 
•value of imports in 1920-21 was no less than 
Es. 152 crores in excess of tiat for the pre-war 
year, while the volume,, of imports shows a 
.decline of Es. 41 crores. In regard to exports, 
while the nominal decrease is about ESi 6 crores, 
the real decrease in the volume of trade is 
Es. 73| crores. ' ■ 

The unfavourable balance of trade in 1920-21 
was due to several causes,’ the most important of 
which was the r’se in exchange during the first 
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‘Quarter "of 1920. It is well known that a rising 
exchange tends to check exports and to stimulate 
imports. The Indian Currency Ccmmittee of 
’1920 recommended the raising of the exchange 
value of the rupee to 2s. (gold); Government 
accepted this recommendation and attempted by 
’the sale of bills on an unprecedented scale to 
keep up exchange. Large orders were placed 
•with foreign manufacturers by Indian importers 
who wished to take advantage of a high exchange. 
It should be remembered that in' most cases 
orders have- to be placed three or six months 
before goods can arrive in the importing country, 
and in the case of machinery, even twelve months 
before. The heavy imports of machinery in 
1920-21, about double the imports in 1913-14, 
were in execution of orders placed with British 
manufacturers long before. They were due to 
the industrial boom in India. The imports of 
railway plant and rolling stock during the war 
were very small, and large quantities had to be 
•imported in 1920-21 in order to make good the 
deficiency. 

The decline in exports was partly due to the 
disorganisation of the European exchanges, but 
chiefly to the glut in the world’s markets. We 
have seen that exports in 1919-20 were abnor- 
mally high ; a reaction was bound to set in. 
The united Kingdom, Japan and America are our 

principal customers between them they took 

about 45 per cent, of our exports in 1920-21, but 
the fall of prices in these countries shows that 
their stocks are full, and 'at - present they do not 
require more of our produce. It thus happens that 
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countries which are in a position to pay for whafe 
they buy, do not want to buy, while countries 
like Eussia and G-ermany, which would like to 
buy, cannot buy on account of their inability to 
pay the price, as shown by the chaotic state of 
their exchanges. 

An important feature of our foreign trade 
during the war was the increase in the trade with 
the British Empire. As is shown by Table III,, 
the percentage share of the British Empire in our 
foreign trade increased from 52*9 per cent, (the 
average of five pre-war years) to 57'1 per cent. 
This result was due to the increase in exports to 
the British Empire; imports from the British 
Empire during the war were below the normal. 
Exports to foreign countries derceased from an 
average of 58*1 per cent, to 48*3. However, both 
our export and import trade with Japan and the 
United States have grown very rapidly. Imports 
from Japan in 1920-21 were eight times greater 
than in 1913-14 ; American imports increased ten 
times. Of our exports, Japan took 14*3 per cent, 
in 1919-20, and the United States 14*9 per cent., 
as compared with 2*5 per cent, and 3*1 per cent, 
respectively in 1913-14. 


Statistics of average Maritime Freights. Bate per ton. 
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II, — Value of Trade in Merchandise only with 

A.— IMP 



Countries. 

1913-14. 

1914-15. 

British Empire ... 

85,377': 

68,095 

U. S. A. 

3.193 j 

3,120 

Japan 

3,187: 

2,966 

France 

1,794' 

1,175 

Italy 

1,464 

1,015 

Belgium ... 

2,838 

1,086 

Austria-Hungary 

2,860' 

861 

Germany 

8,444^ 

3,100 

Total Foreign Countries in- 
cluding other Countries. 

36,788 

23,858 

Grand Total 

122,165 

91,953 
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the British Empire and Foreign Countries. 

GETS. 


1915-16. 

1916-17. 

1917-18. 

1918-19. 

1919-20. 

CM 

« 

o 

ca 

0 \ 

59,534 

65,580 

64,251 

64,658 

125,456 

221,586 

5,247 

7,334 

7,877 

10,766 

25,267 

35,298 

4,998 

8,889 

12,173 

22,349 

19,153 

26,430 

1,329 

1,358 

1,087 

1,231 

1,769 

3,637 

1,337 

1,649 

1,181 

611 

. 1,369 

4,134 

154 

26 

4 

4 , 

1 

j ,698 

5,326 

3 

10 

42 


127 

639 

307 

52 

7 

... 

43 

4,748 

28,457 

34,177 

36,032 

48,031 

82,516 

114,017 

87,991 

99,757 

100,283 

112,689 I 

207,972 

335,603 
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(Induding 


Cotintries. 

^ i 

r-« 

ON 

1914-15. 

British Etupire ,.. 

62,928 

57,829 


uTs. A. — — 

14,567 



11,813 

10,443 

Japan 


' 

5,262 

5,896 

France *•* ^ 



8,064 

1 4,578 

Italy 



6,674 

3,514 

Belgium 


Austria-Hungary 

17,613 

3,020 


17,613 

6,798 

Germany 

1 : 

Total Foreign Countries in- 

102,991 

63,232 

cluding oth^r Countries. 


— 

Grand Total 

165, 91^ 

1 121,061 
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J^OETS. 

re-exports). ; 

(In tkotisands of £ sterling.) 


< lo 

t— i 

o 

rH 

1916-17. 

00 

.—4 

OS 

rH 

1918-19. 

1919-20. 

rH 

CM 

1 

o 

o-‘ 

th 

'72,948 

: 82,010 

84,886 

88,343 

144,288 

109,534 

.14,176 

20,835 

20,378 

22,182 

■ 48,782 

37,850 

; 12,302 

18,835 

22,774 

19,658 

46,863 

24,239 

6,285 

, 

9,561 

5,761 

5,963 

15,882 

8,198 

5 989 

:t 6,479 

5,705 

6,475 

7,877 

6,706 

154 

••• 

... 

7 

10,102 

12,840 

... 

... 

... 

98 

366 

856 

— 

... 

... 

... 

1,387 

8,824 

58,693 

81,459 

76,823 

80,911 

182,505 

146,813 

pi, 641 

163.969 

161.7C9 

169,254 

326,793 

256,347 
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in. Percentage share of the ^principal com 



Average of -5 pre- 1 
war years 1909 -lOl 
to 1913-U- i 

Average of 5 war 
years 1914-- 15 io ■ 
1918-19. 

Countries. 

Imports. 

^ o 

tn Ph 

t: 

o 

& ^ 

X 

Total. 

Imports. 

Exports, & 
re-exports. 

Total. 

tif. Kingdom ... ! 

62*8 

25 "I 

p 

o 

56 '5 

31*1 

41*2 

British Empire 

;69‘8 

41 '9 

52*9!! 

65 ‘4 

51-7 

571 

Japan 

2*5 

7*5 

5''5 

10 ’4 

11*2 

10 ‘9 

Italy 

I'O 

■ 3*2 

2*3 

1*2 

3-9 

2*8 

U*S. A, 

3*1 

■ T5 

5*8 

7-0 

11-9 

9*0’ 

France . 


6 6 

4'6 

1-3 

4*5 

^ 3*2 

Belgium; 

1*9 

5 -3 

3 '9 

i 

1 

*5 

*4 

Austria-Hun- 

I'l 

■ 

2*9 

’2 

*4 

‘3 

gary. ; 
Germany 

6'4 

lO’O 

8-6 

: *7 

•9 

*8 . 

Total including 
votlieT foreign 
countries. 

'30*2 

58 'li 

47-1 

34*6 

48 ‘3 

42*9 

^ 
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tries in the total trade in merchandise only. 



1919 - 20 , 



1920-21, 


tfl 

•*-» 

iO 

O* 

’M 

5h .,W 


m 

h* 

da i 

o 

tn a 

t: ^ 


O 

Cu 

o 

CS 

o 

CU 

o <l> 

r-H 

cm 

■*»* 

S 

o 

a 


o 


w 

Sh • 

w 


50 5 

1 

29*6 

371 

61’2 

21 9 

44*1 

61*0 

44 '0 

51*0 

66*0 

43*0 

56*0' 

92 

14*3 

12*3 

7-9 

9*5 

8 ‘6 

*6 

12-4 

1*7 

1*2 

2*6 

1*8 

1 

12*1 

14 '9 

13*8 

10*5 

14*8 

12*4 

*8 

(4-8 

3*3 

1*1 

5‘1 

2*0 

*3 

31 

2*0 

1‘6 

5*6 

3*1 

*1 

:■ ’1 

*1 

'2 

*3 

; 


[ -4 

j__l 

*3 

1 1*4 

3*4 

2*3 

39*0 

Sfe’O 

49*0 

1 34-0 

1 

57*0 

44*0 
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jf,—7olime and value of the Eareign 
calculated at prices 



Imports. 


Class I 
Class II 
Class III ••• 
■Clrss IV 


Total 


Exports. 

Class I 
Class II 
Class III ••• 
Class IV ... 


Total 


J: 


Value' 
declared in 
1920-21. 

Trade of 
1920-21 
calculated 
at prices of 
19i3-14. 

35,97,14 

17,10,55 

27,49,60 

7,54,97 

11,86,05 

10,23,66 

1,15,86,60 

3,73,38 

3,35,60,26 

1 41,69,69 

1 43,67,44 

1 1,03,42,57 
i 86,91,11 

i 4.29,22 

■ t 

35,41,47 

73,97,68 

59,49,32 

2,70,21 

‘ 2,38,30,34 

' 1,71,58,68 


I. Fooii. ©rial:- and Tobacco. II. Raw materials 
in. Articles wholly or mainly manufactu 
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'Eea-horne Trade of India for 1920-21 
of 1913-14. 

{In thousands of mjpees). 


Increase (+) 


Value 
declared io 
1913 - 14 . 


Due to 
variations in 
quantity. 


24 , 66,20 

10 , 55,76 

1 , 45 , 15,41 

2 , 87,42 


12 , 80,15 

- 32,10 

29 , 28,81 

+ 85,96 


1 , 83 , 24,79 


41 , 55,10 + 1 , 93 , 90,57 + 1 , 52 , 35,47 


64 , 74.35 

1 , 22 , 46,36 

54 , 59,11 

2 , 40,33 


" 29 , 32,88 
- 48 , 48,68 
+ 4 , 90,21 
+ 29,88 


+ 8 , 25,97 
+ 29 , 44,89 
+ 27 , 41.79 
+ 1 , 59,01 


2 , 44 , 20,15 


— 72 , 61,47 


+ 66 , 71,66 


tnd produce and articles niainb’' unmanufactured, 
ed. IV. M’sceilaneous and unclassified. 







Protection for India. 


When England adopted free trade seventy 
years ago it was thought that her example would 
lead to a general reduction of tariffs, so that at no 

distant datejthe reign of universal free trade would 

be established throughout the world. But time cias 
falsified thJ predictions; of Cobden and Bright. 
Before the 'war England was the only important 
country which still adhered to the principles ot 
free trade.' ; Since the conclusion of peace, not 
only have other countries revised their tariffs and 
made them^ heavier, but England herself has 
adopted some measure ^ of protection against 
foreign competition. The Safeguarding of In- 
dustries Act is a frankly protectionist measure. 
“ If the Government of the day,” said Mr. Baldwin 
(President of the Board of Trade) in defending the 
Bill in Parliament against its critics, “saw that 
■ • the country was faced ' with a flood of impbrts^ 
'ij it would be difficult for them to say to the people, 
‘I ‘There is iothing we can do to he|p you.’ Nc 
Government faithful toj its trust cbuld negleci 
‘ taking steps to protect employment in thij 
country.” Mr. Baldwin made it quite clear thal 
the Bill was not a war measure. “ It was open 

ing an umbrella to shield Qur own people.” 
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The case for free trade rests on the assump- 
tion that whatever promotes individual happiness: 
also promotes the well-being of the whole com- 
munity, that there is no conflict between individual:! 
and national interests. ‘‘ Every individual,’" saysV 
Adam Smith? ‘‘is continually exerting himself to 
find out the most advantageous employment for 
whatever capital he can command. It is his own 
advantage, indeed, and not that of the society, 
which he has in view. But the study, of his 
own advantage naturally or rather necesssarily 
leads him to prefer that employment which 
is most advantageous to the society.”^' The 
tariff history of various countries, shows that 
this doctrine of the harmony of all in- 
terests has never commanded universal accept- 
ance. And indeed it is difficult to see how 
the importation of dumped goods which ruins 
national industries, or the exportation in large 
quantities of food stuffs which raises the price of 
food to the home consumer, are most advant- 
ageous to a community, though they may be most 
advantageous to particular individuals. Schmol- 
ler severly criticises the idea that individuals, 
classes and states, in their dealings with one 
another, are directed by a Higher Power whichl 
removing all conflictshso regulates human inter- 
coarse that it conduces to the good of every one- 
Tlie belief in the universal harmony of interests 
he declares to be ‘psychologically ihsupportable’."^"^ 


Tbe Wealth of Nati.ms/' Book IV, Chapter TI. , . 

t Grnndnss der allgemeinen Volkswirtschaftslehre (1^20’ 
VoL2pV7bd)^ 1 • ■ ' 
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Adam Smith was generally opposed to all 
restrictions on foreign commerce the object of 
which was to give an artificials stimnhis to 
home industries. He was the greatest advocate 
of non-interference in industry. Bestraints 
upon imports he regarded as either useless 
or injurious, and he insisted that the consu- 
mer had a right to buy in the cheapest market. 
He says : — 

To give the monopoly of the home market 
to the producer of domestic industry in any 
particular art or manufacture, is, in some measure, 
to direct people in what manner they ought to 
employ their capitals, and must, in almost all 
cases, be either a useless or a hurtful regulation. 
If the produce of domestic industry can be brought 
there as cheap as that of foreign industry, 
the regulation is evidently useless. If it cannot, 
it must generally be hurtful. It is the maxim 
of every prudent master of a family, never to 
attempt to make at home what it will cost him 
more to make than to buy. The taylor does not 
attempt to make his own shoes, but buys them 
of the shoemaker. The shoemaker does not 
attempt to make his own clothes, but employs a 
^ylor. The farmer attempts to make neither 
the one nor the other, but employs these different 
artificers.r All of them find it for their interest 
to employ their whole industry in a way in which 
they have some advantage over their neighbours, 
and to purchase with a part of its produce, or 
wha.t is the same thing, with the price of a part 
bl it, whatever else they’^ha^e occasion for. 
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** What is prudence in the conduct of every 
private family^ can scarce be folly in that of a 
great kingdom. If a foreign country can supply 
us with a commodity cheaper than we ourselves 
can make it, better buy it of them with some 
part of the produce of our own industry, employ- 
ed in a way in which we have some advantage.’’^ 
j The whole idea that the affairs of a country 
I should be managed like those of a private family 
I is wrong. Private families do not become involved 
in great wars which may threaten their very 
existence, but nations do. A nation cannot leave 
the development of her productive powers to 
ehance, nature or unserem lieben Herrgott 
'as List put it. The chief aim of the economic 
policy of a country should be the development 
of productive power. In the case of a country 
like Indian that is vast in extent and rich in 
natural resources, this aim will be best promoted 
by national, not international division of labour. 

Apart from general considerations, there is 
a special reason, based on the peculiar circum- 
stances of India, why every possible endeavour 
should be made to develop Indian manufacturing 
industries. This v/ill be best stated in the words 
of the Indian Famine Commission of 1888 

A main cause of the disastrous consequences 
of Indian famines, and one of the greatest diffi- 
culties in the way of providing relief in an 
effectual shape, is to be found in the fact that the 
great mass of the population directly depends on 
agriculture and that there is np industry 

from which any considerable part of the com-* 
munity derives its support The failure of the 
*liie Weallii of N^^s,"Book IV C iiapter II, ™ 
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rusnal rain thus deprives the , labouring classes, 
gbs a whole, not only of the ordinary supplies of 
food obtainable at prices within their reach, but 
also of the sole empolyment by which they can 
earn the means of procuring it. The complete 
remedy for this condition of. things. will be found 
only in the development of industries other than 
agriculture and independent of the hnctuations 
of the seasons. With a population so dense as 
that of India these considerations are , of the 
greatest weight, and they are rendered still more 
serious by the face that the numbers who have no 
other employment than agriculture, are in large 
parts of the country greatly in excess of what 
is really required for the thorough cultivation of 
the land. So far as this is the ease, the result 
must be that the part of the population which is 
in excess of the requirements of agriculture eats 
.up the profits that would otherwise spring from 
the industry of the community. It is not surpris- 
ing that in a country thus situated material 
progress is slow.’’ 

The introductio^,.of .a diyorsity of ocanpalion^ 
will diminish the numbers dependent upon 
agriculture and thus render our famines more 
manageable. Even to-day, 30 years, since the 
publication of the report of the Famine Commis- 
sion of 1880, which first drew pointed attention to 
this asppedli of the question, more than 70 
per cent, of bur population are dependent upon 
agriculture. So many people are not wanted by^ 
the agricultural industry, and they are not all! 
fully employed there. The diversion of the 
surplus agrieultuial populaticn to manufacturing 
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industries will not make agriculture less efficient, 
while by creating material wealth in the towns 
the surplus agricultural labour would contribute 
to the well-being and prosperity of the whole 
community and of itself. 

Would a tariff assist the development of 
Indian industries ? 

It would not be .useful to consider here how 
far protection has succeeded or failed in the 
United States, Germany, France or the British 
Colonies, and it must be recognised that the 
industrial development of a country does not 
depend upon the tariff alone — it is largely 
influenced by such factors as the natural re- 
sources of a country, the means of cornmunica- 
tio.ns, the availability of capital for large under- 
takings, and the presence or absence of skilled 
labour and of technical experts. A tariff 
is at best an indirect means of aBsisting industries. 
But it is an important means at the same time, 
for even when other conditions are favourable, 
the intensity of foreign competition may, as 
has been the case in India, prevent the rapid 
development of home manufactures. In sucll 
a case, a tariff, by checking imports, creates)* 
opportunities which the home producers, if they\ 
are enterprising, can turn to their adtantage-^ 
That our producers and investors are not slow 
to profit by such opportunities was abundantly 
proved during the war. We were obliged during 
the war to try a protectionist experiment on a 
small scale. The diversion of labour and capital 
in belligerent countries from productive to war 
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employments and the shortage of shipping: 
caused a serious and unprecedented shrinkage 
of the imports of foreign manufactured goods 
into India. The war, in fact, protected our 
industries. The result was a remarkable ex- 
pansion of our manufacturing industries. The 
shrinkage of imports undoubtedly caused hard- 
ship to certain classes of our population, but it 
stimulated the production of all kinds of goods 
in India, and in this sense it was not an unmixed 
evil. The progress of our industries since the 
war has been reviewed in a preceding chapter. 
It has been shown that many new industries 
were started during the war and that old indus- 
tries were enlarged and strengthened. It is here 
urged that the continuance of the new industries 
and the continued progress of the old industries 
depend upon the adoption of some measure of 
protection against foreign competition. The 
claims of the more important industries for 
protection are discussed below. 

The need for the establishment in India of 
industries of national importance was emphasized 
by the Industrial Commission. In paragraph 83 
of their Eeport the Commission said — 

‘‘We desire, however, to draw attention 
here to the necessity of securing the inception 
in India of certain very specialised and essential 
industries w4iich must be set up in this country 
at the earliest possible date,. ^ if grave dangeprs 
are to be avoided. Ttiough in many oases the 
importation of technical specialists will be suffi- 
cient to enable our local industrial capitalists to 
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get to woirkp there are a few classes of articles 
produced ok} 3^ by firms which have attained 
efficiency in their manufacture after the experi- 
ence of many years and the expenditure of much 
money. The machinery and apparatus which 
they employ is often manufactured only by them- 
selves or to their own specifications, and its 
imitation in this country is not possible, nory 
were it , possibles would this be sufficient. There- 
fore, to attain its end, Government must take 
special steps to facilitate the manufacture of 
these articles in India. Among such industries 
we would include the production of such essential 
articles as magnetos, incandescent lamps, ferro- 
tungsteiip high speed ’ steel, graphite crucibles, 
special forms of porcelain for insulators, chemical' 
glass, and 'protuably also certain forms of ‘ heavy ’■ 
chemicSiis^ rubber and vulcanite. In other,, 
countries, foreign firms have frequently been 
encouraged to start branches by the existence 
of high tariff walls, there are also somewhat 
numerous examples of direct encouragement' 
accorded to the establishment of foreign firms 
manufacturing lethal munitions, and we believe 
that there are several cases in which outside' 
manufacturers have been helped to set on foot' 
the production of articles needed in the interest' 
of national safety, such as motor tyres and loco- ' 
motives. There are many other important' 
manufactures, which, though they must be carried" ' 
out on a. largo scale, involve no secret processes 
that any well-trained specialist should be unable’ ' 
to initiate, and in the * inception and initiation 
of this, large range of important industries® 
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the organisation which we propose and the 
efforts of private industrialists will be more than 
fully occupied for a long time to come. ” 

It may be pointed out that the manufacture 
of explosives is interconnected with that of 
synthetic dyes and drugs. The progress of these 
three essential groups of industries depends upon 
the development of the coal-tar industry. At the 
present time India produces insufficient quantities 
of coal-tar, but according to expert opinion, the 
introduction of plant for recovering benezene 
and toulene from the coke-oven gasses would 
make the manufacture of high explosives in 
India a practical proposition. In peace time, 
benezene could be used for the production of 
dyestuffs. The manufacture of explosives, synthe- 
tic dyes and drugs in India is thus within the 
bounds of possibility, and advantage should be 
taken, as far as possible, of a tariff to assist the 
establishment of these industries. The manu- 
facture of alkalies is very important in this 
connection and it should be protected* 

Large quantities of raw material are ex- 
ported from India every year from which essential 
oils, medicinal drugs and other articles are pre- 
pared. Why these raw materials are not worked 
up in India is due to ignorance on the part 
of our enterprisers of the natural resources of the 
country lack of information about appropriate and 
profitable methods of manufacture and the cheap, 
ness of the corresponding imported article. Some 
progress has been made in some of these indus- 
tries, e.gr,, the pressing -of oil seeds and the 
manufacture of soap, but there is great scope foj. 
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further expansion, and the imposition of pro- 
tective duties on such imports should encourage 
their manufacture in India. There is very little 
reason why India should import paints and 
varnishes. The raw materials for making ordi- 
nary paints are all available in India, while as 
regards varnishes, there is no lack in India of 
linseed oil, turpentine and turpentine substitutes. 
Other new industries which deserve encouragement 
and which would benefit by protection are those 
which produce brushes, buttons, glue and gelatine. 
In each case abundant supplies of suitable raw 
materials are available in the country. 

Among industries which owe their existence 
or their present position largely to the war, and 
which would gain by protection, the making of 
glass, hardware, cutlery and Portland cement may 
be mentioned. ‘*The glass industry,” says the 
Munitions Board’s Industrial Hand-hook, ‘‘ has 
come to stay ”, but, without aid from the State, 
it is likely to make very slow progress in the 
future. The State aid to this industry might 
both be direct and indirect. The progress of the 
industry during the war was due to the absence of 
foreign competition. The revival of foreign com- 
petition in an intense form, with the gradual 
return of normal conditions, would be disastrous 
to the industry. The manufacture of hardware 
and cutlery also received a great stimulus during 
the war, but their survival under peace conditions 
depends upon the quantity and price of foreign 
imports. 

Among the older industries, paper stands in 
mmediate need of protection, though protection 
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is only one of the ways in which Government 
can help this industry. The grow^th of the tan- 
ning industry makes it possible to manufacture 
boots, and shoes in India on a large scale, and in 
time, with the help of a tariff, India ought to 
become independent of the imported article. 

The most important of our mill industries is 
the Bombay cotton industry. It has been said 
fnat the Indian cotton industry is no longer in 
the infant stage, and that its development in the 
past without the aid of protection shows that it 
can do without protection. Mr. A. C. Coubrough 
in his Botes on Indian Piece Goods Trade 
says 

'' The steady progress of the Indian cotton 
mill industry shows that a protective tariff was 
not necessary for its development and that the 
countervailing tax did not prevent this develops 
ment. On the other hand, the imposition of 
higher duties on imported piece goods has not re- 
duced the amount which India has spent in recent 
years on such goods. It does not appear that 
high tariffs are responsible for the smaller yardage 
6t imported goods purchased by India. It is high 
prices that are responsible, caused by high rates 
of wages and absurd inflation of capital 

It can, however, be urged that the progress of 
the cotton industry, if it had been protected,- 
would , have been more rapid still. Again, we 
have to remember that about 75_per cent, of . th.a 
imports . of. cotton good^^ into India are non- 
competitive. _ In ‘respect to these imports the 


- 





BEOTECTION FOE INPIA 46& 

Indian industry is still in the infant stagOi It is- 
only recently that Indian mills have begun to 
spin higher counts, and it is to be hoped that- 
they will becQine increasingly: able to produce 
finer varieties of goods. It is a matter of grave, 
concern that at the very time when increase in 
the demand for finer cotton fabrics made in India, 
wmuld have encouraged the Bombay mills, boycott' 
of all cotton cloth except made by the> 

chdr'kha has been started. The boycott of Indian 
mill cloth, however, can never be successful, and’ 
duties on cotton goods which would encourage the 
consumption of Indian mill cloth by raising the- 
price of imported cloth would be of material 
assistance to the Indian industry. In view of the 
enormous imports of cotton goods (valued at 120 
crores in 1920-21) it may be said that any scheme 
of protective duties which did not include duties 
on cotton cloth would be incomplete. 

Some Objections Consideeed. 

1.— Protection raises Prices. 

An import duty is paid by the foreign pro- 
ducer when the country imposing the duty is the 
sole market for the goods taxed, and secondly, 
when demand is so very sensitive that even a small 
rise in price will be followed by a great reduction 
in the amount sold. The cases, however, in which ' 
a country has a monopoly of consumption are 
rare, and though usually a rise in price diminishes 
consumption, the burden of import duties is 
ordinarily shared between the home consumer 
^ and the foreign producer. It cannot, therefore, 
be denied that the effect of protection is to rais9 
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prices to the consumer. But whether a rise in 
price caused by an import duty will be permanent 
or not depends upon the nature and amount of 
the home production. Where the home market 
is large and conditions for the development of the 
home industry are favourable, the growth of 
internal competition may eventually lower prices. 
Of such a fall in prices under protection several 
examples are furnished by the tariff history of 
America. Protection was granted to the tin-plate 
1 industry in the United States of America in 1890. 

< Immediately after 1890 the American price ex- 

ceeded the foreign price by the full amount of the 
duty. But when imports ceased about 1895^ 
|! prices were not higher in the United States even 

I by the amount of the lowered duty of 1894. 

“ Some difference in price,’’ says Prof essor Taussig, 
‘‘ remained, chargeable to the duty, but held in 
;i| check by competition among the domestic pro- 

;j ducers, and apparently in process of continuous 

Ip reduction — a reduction made possible by the de- 

lll dine in the price of crude steel About the 

|l piioe of steel rails under protection Professor 

Taussig says: — 

!|l ^ Here again the protectionist will point with 

pride, and this time with pride more clearly 
, justified. The object of protection to young in- 
dustries— -the ultimate fall in price to the foreign 
level— seems to have been attained.” t 

•1 It may also be pointed out that the.„^ ppores fe 

classes of the Indian population would not b ^ 



Some Aspects of the Tariff Question,” p. 179. 
bid. p. 141. . " 
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mEch affected bj a lariff. The major portion of 
ihe income of a poor man in India is spent on 
food (60 to 70 per cent.). As regards clothing, his 
consumption of the finer qualities of the imported 
cotton cloth is very small. This point is often 
ignored by the advocates of free trade in India* 
Mr. Coubrough says : — 

“ The recent increase in the import duty on 
cotton goods has a similar effect, that the 

consumer has to pay more for the class of 
goods on which the duty is levied, whether they 
are imported or whether they are home made. 
An increase in duty does not necessarily mean a 
reduction in imports. Trade follows established 
and natural channels, and the effect of an increase 
in duty from 3i to 11 per cent, such as has 
recently taken place in connection with piece 
goods cannot immediately cause a diversion of 
trade from old established channels.’* 

Mr. Coubrough objects to protective tariffs 
also for another reason. He says : — 

“ The effect of protective tariffs is undoubted- 
ly to increase the profits of manufacturing con- 
cerns producing similar goods in the country im- 
posing the duties. To a certain extent such 
tariffs may be justifiable, in that they enable 
capital to be accumulated for the development of 
industries, particularly in countries where a sur- 
plus of raw material for their continued develop-; 
ment exists. Excessive profits bring trouble in; 
their train. '^;Periods of; over-prosperity are; 
followed by periods of riotous speculation, by 
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periods of ezcessive increase in production and, 
finally, by periods of severe depression.” 

It must be admitted that the effect of, say, a 
25 per cent, duty on imported cotton goods ivould 
be a rise in the prices of such goods and of goods 
produced by the Indian mills. But the poorest 
I classes of consumers would not be much affected 

I by the rise in prices; the chief sufferers would be 

1 the middle and the upper classes. Most of the 

i village people in the Punjab, and this is the case 

r in other provinces also, use coarse cotton cloth, 

! ■ very often home spun. It is generally for festive 

occasions, or for the head dress, that finer fabrics 
! are used. Again, the growth of the sentiment in 

; j favour of Swadeshi cannot be ignored in framing 

i ij our fiscal policy. So far from being objected tft 

j| protection of the cotton industry would be wefi 

-i corned by the country as a whole as an ally of 

! S.wedeshi. It is difficult to think that heavy, 

Ij though -not prohibitive, duties on cotton goods 

; , will have no effect in reducing the volume of 

I j | imports. An increase of duty from 3 1 to 11 per 

I cent, may not be sufficient to cause a diversion 

of trade from old established channels,” but 
1 ; t| higher duties may well produce that effect. One 

' ; may also look forward to a great expansion of the 

home industry under protection. As Mr. Cou- 
i: brough admits, protection, by increasing the 

1 profits of the home producer makes it possible 

,j, to accumulate capital for the development of 

industries. There are signs of the accumulation 
of such capital in the cotton industry. In view 
of the progress of the Indian iron and steel 
industry, and of the manufacture of textile machi- 
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nery and accessories in India, and the avail- 
ability of abundant supplies of raw material in 
the country, the field for the expansion of the 
home industry seems to be practically unlimited. 
It may be expected that, as in other countries, the 
growth of internal competition may eventually 
lower prices, though in the beginning prices will 
be high. And even if the rise of prices causes 
hardship to certain classes of the population, the 
necessary sacrifices must be made with the object 
of developing productive power and laying the^' 
foundations of greater prosperity in the fuiure. 

2, Protectio7i may lead to combination 
among the protected ma^mfadurers in order to 
maintain a qua si-mo7iopoly price. 

A combination is not necessarily an evil, 
though a monopoly is. Combinations are the 
inevitable products of the modern system of large 
scale production. They exist in free trade as 
well as protectionist countries, though it cannot 
be denied that protection encourages the growth 
of combinations. But it may be questioned 
whether combinations formed behind a tariff wall 
can maintain for a long time a quasi-monopoly 
price. Professor Taussig says : 

On the other question also, that of the 
development of trusts under protection, the free 
traders have often overstated their case. Sur- 
veying the course of events in the three industries 
for which the connection between protection and 
combination has been considered, steel rails, tin 
plate, and sugar refining, the outcome cannot be 
said to confirm the doctrine^ that the tariff nur- 
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tnres monopolies permanently. Protective duties^, 
high enough to shut out foreign competition, do 
tempt to the formation of a combination ; and 
they do make it easier for the combination, when 
formed, to raise prices and secure abnormal 
I profits. There is here no small charge in the 

I debit account against protection. But in the 

I jQj^g rmx the situation did alter ; no one of the 

j combinations was able to maintain indefinitely 

I a price raised by the full extent of the duty. 

Ij Domestic competition did set in, and brought the 

:1 profits and prices much below the level which full 

' exploitation of the tariff would have caused. 

I Gradually the effect of the protective tariff in, 

|i supporting combination melted away, and the-. 

: trust problem presented itself unveiled and bare. 

, ’i Such is likely to be the general drift. The 

industrial influence of the protective tariff tends 
I to become less and less ; but the march of great 

! • production proceeds apace.” 

j ' Ij ^ 3. Protection will encourage British firms 

' to establish themselves in India in order to get 

; the benefit of the tariff. 

Even without a tariff British firms are 
erecting, or have decided to erect branch works- 
in India. The industries chiefly affected by this 
movement are iron and steel, aluminium, copper, 
cotton textile machinery, motor engineering, steel 
»{ pip^s and tubes, electrical machinery and ap- 

pliances, cement and paper, A great amount of 
British capital is already invested in Indian 
I 5 woollen, leather, jute and other industries, and 

* Some Aspects ot the larift Qaesdoo,’' p: 189. 
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tea and other plantations* From an extremely 
parochial point of view objection may be taken tq* 
the investment of foreign capital in India, but it- 
is evident that it gives employment to Indian 
labour, and so far as it enlarges the sphere of 
internal competition, it must tend to lower 
prices,^^ 

The growth of power industries unde'^^ 
protection will injure the cottage industries^ 

Hand industries and the cotton handloom 
industry have a recognised place in our economic 
system as cottage industries. Cottage industries 
should be encouraged as they are an important 
source of livelihood for millions of our people in 
the villages. Bub it would be an act of folly to 
sacrifice industries which use machine power for 
the sake of the charkha. Nothing can be done 
to protect the cotton handloom industry against 
the competition of Bombay mills. The boycott 
movement has revived hand-spinning, and the 
hand-weavers did well during the war. But as 
mill production increases, the hand-W’eavers will 
find it more and more difficult to hold their own 
against mill competition. There is, however,, 
considerable demand for their products as they 
make designs which suit local tastes, and there 
is no reason to fear that they will disappear soon^ 
But whether they disappear or not, the interests 
of our large manufacturing industries cannot be . 
sacrificed for their sake. 

Export Duties. 

The effect of an export duty is to restrict 
exports. An export duty is* paid by the foreign 
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consumer when the exporting country has a 
monopoly of production and the foreign demand 
is But cases of complete monopoly 

are very few, and it is very often possible to 
find a substitute for an article whose export is 
restricted by a tax. Even the foreign demand 
for our jute cannot be said to be absolutely 
inelastic— — ^this is shovm by the growth in the 
use of substitutes for jute in Geriaany during the 
last five or six years/^* Thero is, however,, little 
harm in imposing export duties on selected 
articles for revenue purposes. With , the ex- 
ception of an export duty on wheat, the use of 
-export duties for any purpose beyond this cannot 
be recommended. /India is a debtor country, 

The atletr pts made in Germany during ti e war to find a 
siitisfadorr for -jute are described in a publication of 

the “Institute fiir Weltwirtschaft und i^eeverkehr of Ki-d 
Uni"ersity entitled “ Zztr Fraqe der B olistoffmrsorgu ng der 
dmtschen Jute Tndiistrie^’ by Dr. Magdalene Willms 1920. In 
the pre-wfdr year 1913-14 Germany imported from India raw jute 
of the value rf £4,499,111, and jute manufactures oi' the value of 
£201,559. These imports ceased after the outbreak of war. The 
consequent rise .in the price of jute caused some industries to 

dispense witH jute altosrether cotton, corn and som‘==' other 

products were transported without any jute coverinsf. But this 
was not possible in all cases, and German industrialists scientists 
busie d thrraseives to find suitable “ Br'-mtzstofie or substitutes 
for jute. Paper and the textile materials flax and hemp were used 
for making sacks to replace jute sacks, l^acks made from flax and 
hemp are high and they can he used only in the transportation 
of valuable products as flour, sugar and food stuffs. The paper 
sacks are cheap anct we are told that “ in conseqence of its, 
cheapness paper is destined to be largely used ” for this purpose 
particularly in the cement Industry. But the disadvantage of the 
■paper sack is that it can he used only once, which, however, saves 
the worry and the cost of returning the empty sacks. The most 
important substitute for jute is a kind of textile yarn called 
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and it is necessary, if she is to remain a solvent 
country, to preserve an excess of exports over 
imports at least equal to the amount of the Home 
Charges. In view of this fact, it would not be 
"wise actively to discourage the exports of raw 
materials from India for any reason. ^ 

Japan, the United States of America, France, 
Italy, Eeigiuin, Germany and Austria-Hungary 
(before the war) are important purchasers of our 
ravr produce, but, with the exception of jute 
manufactures, they take very little of our manu- 
factured goods. Only in the case of jute, 
manufactured exports are of a greater value than 
those of the raw product. Only in the case of 
ra'w jute a duty on exports can be imposed with 
advantage, if foreign countries impose heavy 
duties on jute manufactures. The general prin- 
ciple as regards taxes on exports of raw produce 
may be enunciated that, in view of cur debtor 

** Texiiloregariie , injmuffcctured from paper and eotton or juto 
cutlings. Tile maiiufactnu^ of this yam has creased rapidly 
Germany SG at tsie present time the production is already 
one-fifth of the Geriuan jute manufacture in the pre yar year, 
191B. {Sacks made from tivs matcrU are inferior to jute sacks 
in resisting dampness, but in other respects, p siti ulaiiy durability, 
they about vquai in value to jute sacks, if tmy do not actually 
surpass them. To judge of their quality certai' expeiime »ts were 
tried. " “ fihfcd with censent or with artificiJ manure were 

made to faU fiom a vertical p usition on a ceme^te * floor from a 
height of two metres. The results were as follows : — 

Out oi six jute sacks filled' with ieniient, buist 

1 sack ':T'ter being thrown ten times 

• 2 sacks alter being throve II down two times, _ 

; ■ ; Out six textilose sacks, 

; . . 1 Shck juter being thrown eight times, 

2 sacks after being tbrowo down three times,’* 

(p- '67, foot-note;. , , 
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posiMon, it would _ not be advantageous to tax 
exports of a raw product unless exports of the 
manufactured article are of a greater value than 
those of the raw product. 

Imjoerial Preference^ 

The chief object of Imperial Preference is 
to stimulate demand for British goods in India. 
Fifty years ago the United Kingdom enjoyed 
practically a monopoly of the Indian import trade, 
but in recent years, owing to the growth of 
foreign competition, she is finding it difficult to 
retain her hold on the Indian market in some 
branches of the trade. The decline in the demand 
for British goods in India and other countries 
is shown by Table B given at the end of this 
chapter. 

Before the war Germany was Great Britain’s 
most formidable commercial rival in India. The 
war eliminated Germany, but there has been 
a very considerable increase in the imports 
from Japan, and the United States during the 
last six years; the possibility of the revival of 
German competition, aided by a depreciated 
currency, cannot also be overlooked. The share 
of Japan and the United States in our export 
trade has also increased. The Imperialist would 
devise “ methods whereby the vast stream of 
India’s exports can be utilised to further Imperial 
interests.”! He does not object to India develop- 
ing her manufacturing power to the utmost, but 
in carrying out such a policy he asks us not to 
forget that ‘Vtlto interests of Great Britain are 

1. India and the Empire” by M, de P. Webb (1908), p. 89. 
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: ?- 

^paramount The Imperialist would encourage 
the e^^ raw material to G-reat Britain by 

imposing preferential duties on our exports (the 
export duty on hides and skins is an example), 

^ and he would certainly do nothing to check 

British imports into India. 

j But the first propsoition that we can lay 

down in connection with tariff reform is that 
^riff changes should be considered primarily with 
regard to their effect on production and consump- ' 

tion in India« The interests^ of India are I 

paramount. ' We ' have^ ofir "own idustries to 
develop. Prom the point of view of the Indian i' 

consumer there is little to choose between a 
protective and a perferential tariff, for perference v 

will raise prices as surely as protection. But [! 

while a protective tariff might conceivably assist vl. 

Indian industries, preference would raise prices to ’ |i 
the consumer without conferring any large benefits 
on the Indian producer. ~ 

British competition. 

The present writer is definitely of opinion i 

that protection will encourage the development 

of Indian industries, and that the reform of the 
Indian tariff should be undertaken with that 
object in view. But it should be distinctly 

understood that a protective tariff will help our 
manufacturers if it protects them not only against ' 

British competition also. As a matter ' 

of fact, our industrialists want protection against 
. more than against Japan, or the United :i 

' htate B or Germany, andirom their point of view 

i ~ * Ibid , p. 169 . ^ ” ? 
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the distinction made by the advocates of a pre» 
ferential tariff between foreign and British 
competition has no meaning. In the case of 
1 the cotton incnstry, the real competition is 

I between Indian mills and Lancashire, and a 

I tariff would be of little use if it checked the 

f imports of Japanese hosiery, but had no effect 

^ on the large amount of cotton piece goods 

i imported from the United Kingdom. Our princi- 

h pal imports still come from the United Kingdom, 

though in some branches of trade Japan and the 
! ; United States occupy a predominant position in ; 

I I our markets. Out of 71 articles given in Table A , 

, !; at the end of the chapter, in the case of no less than i 

j! 66, British imports are 40 per cent, or more, of 

' ; the total imports. Even as regards the remaining 

: 15, excepting matches, cotton hosiery, and buttons, 

. 1 ij; British competition cannot be ignored. It there- 

; |j lore follows ti at if India is to have a protective 

; ij{ tariff, and if protection is really to protect Indian 

I , industries, means will have to be devised to 

; 'i restrict British as other imports. 

; j| question of retaliation. 

' The question of a preferential tariff was 

. I considered by Lord Curxon’s Government in IQOS. 

ij One of the grounds of Government’s unfavourable 

ir , decision was that the adoption’ of a preferential 

.1 tariff b|^ India would lead to retaliation on the 

part of foreign countries.. The articles of which 
India has a complete monopoly are small in 
number and, as the Government of India stated 
in their letter to the ^ Secretary of State (dated 
October 22, 1908), the greater portion of out 
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exports ** compete successfully in foreign markets 
by reason of ^-.heir cheapness rather than of their 
quality or kind.” The articles of which India en- 
joys a partial or an absolute monopoly are opium^. 
indigo, myrabolams moAto/x, jute manufactures,r 
teak wood lac and til. The value of these exports 
in 1913-14 was 28*4 per cent ^ of the total value of 
exports (19*2 per cent, in 1919-20). The articles 
in respect of which we enjoy a 
are rice, hides and skins, oil seeds (excepting til 
and mohwa), drugs and spices, and the exports of 
these articles formed 25*1 per cent, of our total 
exports in 1913-14 (29*1 per cent, in 1919-20). 
It thus appears that in regard to about half of 
our exports (47*5 per cent.' and 51*7 per cent, in 
1913-14 and 1919-20 respectively) we possess no 
monopoly of any kind, and if jute manufactures 
are excluded from the list of monopolised articles^ 
the proportion of our exports in respect of which 
we enjoy no monopoly increases still more (58 
per cent, and 67*8 per cent in 1913-14 and 1919- 
20 respectively). There are thus good reasons 
for thinking that foreign nations possess some 
power of retaliation. 

The danger of retaliation is not avoided by 
adopting a protective instead of a preferential 
tariff, but there is this much to be said for pro- 
tection that it will not actively , discourage ex- 
ports to foreign countries outside the British 
Empire, wiiich is one of the chief objects of pre« 
ference, and that for the risk that we shall be 
taking, it will materially help in the development, 
of our industries. A preferential tariff wiU be 
of very little advantage "to 'our producers as it 
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.will not pigfcact them against British competition, 
it is certain to inflict loss upon onr exporters as 
it will prevent them from selling their prodiic© 
in the best market, and it is certain to injiire the 
consumer by checking the imports of Japanese, 
-German and American goods. 

The Balance of Trade. 

' Onr exports to foreign countries are of a 
much greater value than imports from foreign 
•countries. In 1919-20 the excess of exports 
over imports amounted to no less than 
£ 90,241,000. Before the war, our trade with the 
British Empire always gave us an adverse 
balance. During the war, exports to the British 
Empire increased, but this increase is not such 
as to encourage the idea that a great part of our 
export trade can be diverted from foreign countries 
to countries witi in the Empire. In view of our 
debtor position, we cannot afford to neglect the 
great foreign markets for our exports. If the 
full programme of Imperial Preference were 
adopted, with preferential import as well as 

The report of the Indian Fiscd hointnission has just been 
published. A brief summitry of the report is given beiow. 

On the tariff policy of -the Goi-ernment of India the con- 
clusion of the Commission is stated in the following words : — 
‘VWe recommend in the best in'terests of India the adoption of 
a policy of protection to 1)6 applied wi oh discrimination along 
the line^ indicated in this report The decision in favour of a 
policy of protection rather than of free trade is based on a careful 
analysis of the probable gain and loss in Chapters IV, V and VI. 
It is shown that the industrial development of India has not 
been commensurate with the size of the country, its population 
and its natural resources, and thahludia will derivcigreat advant- 
.ages in many directions fern « a considerable development of 
Indian industries. It is Bhown that the exercise of discriimination 
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mporfc duties, while imports from the British 
Empire would increase, exports to foreign coun- 

111 the selection of industries for protection and in the degree ot 
protection afforded will ensure that the inevitable burden on the 
coniinunity is kept as light as is consistent with the due 
development of industries- The final conclusion is that, ap^rt 
from the strong Indian sentiment in favour of protection, the 
balance of advantages on economic grounds is heavily on the side 
of the policy recornn ended. 

1 iie Commission proposes the constitution of a permanent 
Tariff Board, consisting of three members, to investigate and 
report on the claims of particular industnes to protection, ter 
watch the operation of the tariff and to generally advise the 
Oovernraent and the Legislature in applying the policy in detail 

The imposition of duties on dumped goods is^ suggested 
in the case of particular commodities, only when it has been 
established that dumping is taking place to the detriment of an 
Indian industry. Precautions are also suggested against imports 
from a country in which the exchange is seriously depreciated 
and against any system of export bounties granted by foreign 
countues. 

As regards export duties the conclusions of the commission 
are that they may under certain circuinstanceH be imposed for 
revenue purposes, but they should be imposed with great cautiori 
and only on articles of which India has a monopoly or semi- 
monopoly, and in every case the duties should be moderate, the 
only exception to these principles which the commission recognises 
is when the price of tood stuffs shows a tendency to rise to 
dangerous heights. In such a case the commission holds that it 
maybe nscessary to restrict the export of food grains by means 
of a temporary export duty on food grains 

On the subject of Imperial Preference the conclusions of the 
commission are that any general system of preference to Britisli 
products would involve a serious burden w'hich it would not be 
Teasonable for India to shoulder, while on the other hand the 
poHsibilities of advantage to India from preferences granted to 
her eiports are limited. At the same tiine Indid. may be in a 
position in certain cases to grant preferences which would he of 
assistance to British industries and would not cause appreciable 
ecoaomic loss to India. If this policy is adopted, it is recom- 
mended, that its application be governed by the following 
principles : — ® ^ 
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tries would ' decline, and the balance ‘ of - trado 
wosild turn against w. 

A Table zhowing the percentage of British imports 
to total imports in 1919-^20, 

Articles. Per Articles. Per 

cent. cent. 

Apparel ... 54 Cycles and accessories 86 

Artificial silk piece Drugs and iredicities 54 

, goods ... 94 Dyeing and tanning 

Belting for machinery 88 substances ... 40 

Boots and shoes ... 41 ■ Earther-waie and 
Brushes and brooms 47 porcelain 39 

Buttons ... 9 Electroplated ware ... 94 

Candles of all kinds 62 Flax manufactures 
Carriages and cart ... 67 including twist 
Cement ... 87 ' and yarn SO 

Chemicals ... 77 Furniture and cabi * 

Cigarettes' ... 74 = netware ... 49 

Clocks and Watches... 28 ' Glass and glassware 18 
Cordage ... 155, Gums and resins ... 61 

Cork manufactures ... 71 Haberdashery ... 47 

Cotton goods inclu— Hardware ... 49 

ding twist and Hemp manufactures 35 

' yarn .87 ‘ Instruments ... 53 

Cotton hosiery . ^ Ivory manufactures... 57 

.-Cutlery ^ / ... 32 Jewellery ... 77 

That no preference be granted on any article without 
tha approval of the Legislature. 

(bi That no preference shoald in any way diniinish the 
i proteeiioTi required by Indian industries. 

■ (o) That preference ahopild not involve any appreciable 

'economic lo'sstc India softer tak^^ into account the economic 
pgain which India derives from, the?, preference granted her by tho 
llndiritt Governments ^ 
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Articles. Per 

cent. 

Jute , manufactures 
including twist 
and 5 arn ... 88 

Leather manufac- 
tures • •• 

Machinery ... 66 

Matches 7 

Mats and mattings ... 20 

Metals, total ... 68 

Motor cars and 
motor C 3 ^cles ... 19 

Essential oils ... 45 

Mineral oils ... 7 

Vegetable oils ... 98 

Gil cloth and door 
cloth ... 63 

Paints, etc. ... 82 

Paper and pasteboard 41 

Perfumery ... 55 

Pitch tar, etc. ... 94 

Polishes ... 86 

Printing presses ... 53 

„ type ... 86 

,, ink ... 81 

Prints, engravings, 
etc. ... 69 


Articles. Per 

; ' cenL^ 

Provisions ... 7^^ 

Railway plant, etc.... 90 
Bubber manufactures 55 
■ Ships, parts of ... 94 ~ 
Silk ; maimfactures, 
including twist 
and yarn ... 17 , 

Smokers’ requisites... 14 

Soap ... 92 

Stationery exclud- 
ing paper ... 61 

Sticks, whips, etc. ... 60 

Tea chests ' ... 49 

Telegraphs, mate- 
rials for ... 62. 

Telephones, mate- 
rials for ... 64 

Wool manufacture?, 
including t^c^ist , 
and yarn ... 86 

Toilet requisites ... 42^ 

Toys, etc. ... 19. 

Umbrellas, etc. ... 48 

Wax of all kinds 15. 
Wood manufactures 43; 


Br Table $howmi Britain, Germany and the United 

States of America in the world's trade. Extracted from Pbe Kampf 
XJM DEN Weetmakkt ” published hy the Institut fur Weltwirtschaft 
und Seeverkehr ” at Kiel. 

PERCENTAGES. 
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An Export Duty on Wheat. 

The rise of prices operates as a tax on wages. 
The wage earner tries to shift the tax to his em- 
ployer ; whether he will succeed in doing so depends 
on many conditions. When the demand for labour 
is increasing, money wages rise, and part, or 
even the whole, of the tax on wages is paid by 
the employer. But if the demand for .labour 
is stationary, the wage-earners must bear the 
tax, unless, rather than accommodate themselves 
to a lower standard of living, they are willing 
to reduce their numbers. It is well known that 
in Western countries a close connection exists 
between ' rising and falling money incomes on 
the one hand and rising and falling marriage 
rates on the other. In India, however, there 
is very little connection between the marriage 
rate and the money income of any class. People 
here marry as a matter of religious duty; by not 
marrying, it is thought, one endangers one’s 
prospects of attaining salvation. Bather than 
take such a serious risk, every body in India 
marries, and marries early, be he rich or poor. 
The rise of prices, thus, does not affect the- 
marriage rate in India, jand it does not reduce 
the numbers of any class of wage-earners. , It 
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follows that unless the demand for labour in- 
creases, the rise of prices must lower the standard 
of living of the labourer. He must give up the 
consumption of the finer qualities of food grains,, 
of ghee, milk and other necessaries of efficiency. 

Our study of prices in the early days of 
British rule in the Punjab has shown that 
the gradual rise in the price of wheat and other 
food grains was chiefly due to the linking up of 
the markets in the interior by means of the 
railway with Karachi and Bombay, which faci- 
litated the export of grain to Europe., The 
continued rise in the price of wheat in more 
recent years is also largely due to the same 
cause, that is the growth of the export trade.,, 
Indian wheat does not much compete with wheat 
grown in Russia, United States, Argentina and 
■other great wheat growing countries ; it is 
required in foreign countries only to supplement 
deficiencies. “ Apart, therefore, from general 
conditions affecting the supply, ” says the JEteport 

on the Inquiry into the Bise of Prices, “ exports 
are subject to violent fluctuations arising out of 
variations in the supply in other countries. In 
one year the demand will be very large and, 
even if the Indian harvest is abundant, prices 
will rise ; in the following year, the foreign de- 
mand may be largely reduced owing to abundant 
supplies from Eussia, the United States and other 
exporting countries, and, even if the harvest in 
India be deficient, prices might fall. The European 
demand, therefore, excercises a very import- 
ant influence on the, price of Indian wheat. ”* 
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This may be showr by a few examples. In 
1891 the wheat harvest in India was exception- | :' 

ally good, but to meet a strong demand from ;i; | 

Europe more than 18 per cent, of its total pro- • i 

duee was exported, and prices in India rose. In j: 

1892, in spite of a poor harvest, prices did not i|i , 

rise, thanks to the decline in the European !:*l 

demand. In 1895 the Indian crops were below the ji; ' 

normal, but out of the restricted supply a large I;! 

quantity was exported to foreign countries, and 
prices rose. In 1901, prices were high on account j|: ,, 

of famine, but in the following year prices fell t jil 

owing to a decline in the European demand.^ 

From 1904 to 1907 the production of Indian v,;; 

' wheat was above the normal, but still prices rose ,l 

steadily in sympathy with the rise in foreign 
prices. Of the rise in prices in 1910 and the 
following two or three years the same explanation - if, ; 

is to be given. ‘‘The price of wheat m India 
has, with some occasional falls been rising in 
recent years, notwithstanding the increase in ; ^ 

the supply available for internal consumption j 

This is explained by the rise in world markets. 

It thus appears that one of the most import- ii 

ant causes of the rise in the price of wheat in ; 

India is the increase, in the external demand for ,1 

wheat. It is important to remember that while ii , 

the percentage of exports to the total production ‘ 

in the case of rice and food grains in general m 
small, in the case of wheat it is considerable. ; v 

The wheat exported is described as a ‘surplus,’ 

but it is not a surplus in the sense that consumers 


i'h' 



^‘Ibid, p. 116 . 
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of whoat in India do not want it. In good years' 
India produoes, on an average, about ten million 
tons of wheat-; allowing for an ' export varying 
between to 2-i million tons, we have 8,500,000 
to 7,500,000 tons left for internal use, including 
say, 1,000,000 tons for seed for the next year’s' 
crop.'^' It is estimated that one ton of wheat, 
making all necessary allowances, will feecl on the 
average live persons for a year. Thus- 6,500000 
to 7,5000,000 tons will feed a population of less^ 
than 40,0 '0,000 in a year. But the wheat eating 
\ population of India is estimated to be more than 
-I 100,000,000 persons.* The wheat exported is 
therefore not a surplus in the sense that there is 
no demand for it in India. Poor people, -how- " 
ever, finding that the price of wheat is high and 
they cannot afford to buy it, substitute coarser 
grains for it in their consumption. The higher 
the price of wheat, the greater is the inability of 
poor people to buy it, and the greater is the 
amount of the “surplus”. That the wheat ex- 
ported from India is not a surplus in the real 
sense, that is, a surplus over and above the 
requirements of the people, is also shown by the 
fact that the; amount of the “ surplus ” varies 
from year to year according to the varying demand 
of foreign countries. ' 

The problem of controlling the price of wheat 
and the coarser grains in India is really the 
problem of regulating the amount of this “surplus”. 
In* no other way can price be controlled. When 

^ * For tl)ese>"timatps T j-ina iiidt^bted to Mr. W. H Morela'^ds* 
article on *' The War and Indian Wheat ” in the Quarterlv Beview 
for July 1915. 
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Lahore was under Martial Law in 1919, an attempt 
was made to fix the price of wheat by authority, 
and the result was that for a few days there was 
no wheat to be had in the city for love or money. 
It would be infinitely more difficult to fix prices in 
every part of India and to make people buy and 
sell at those prices. If, however, by means of an 
export duty, the Indian cultivator is discouraged 
from selling his wheat in the foreign market, the 
supply of wheat retained in the country will in- 
drease and prices will fall. The duty should not be 
fixed in amount, but vary according to a sliding 
scale, the amount of the duty being determined 
from time to time with' reference to the course of 
wheat prices in India and foreign countries. 

■ The question of an export duty on food grains 
generally was considered by the Prices Inquiry 
Committee of 1910. Of trse five arguments against 
an export duty given below, the first four are 
' ^hose advanced by the Prices Committee, and the 
fifth by Mr. W. H. Moreland.* 

^ (1)* The export* trade clearly encourages 

production and creates the reserve which is drawn 
upon in times of scarcity. This reserve actually 
tends to prevent prices rising to the extent that 
( they would otherwise do.” 

(h). “ The effect of foreign . trade generallv 
is to steady prices in India of the commodities 
entering into international commerce, preventino- 
them from falling to a level lower than that at 
Which the commodities can be profitably exported 
or from rising to a level higher than that at which 
they can be profita bly imported. ;The variations 

^ Quai terly w, July’ 1 915' ' ~ ■ 
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in prices are, thus, greatest in those commodities 
which are not affected by European trade, e.g., 
jowar, bajra, ragi, etc.” 

(:>). If prices fell ''it would no longer be 
profitable to cultivate the inferior lands, which 
would then soon go out of cultivation, and there 
would be a permanent decrease in the produce of 
food-grains in India, and in consequence a rise in 
the prices.” 

(4). ‘‘ If a prohibitive export duty were to 

be levied in good years, the stocks of grains would 
accumulate and grain prices would fall. The 
cultivators who form about two-thirds of the 
population of India would be poorer by the 
difference between the price that would prevail 
after the imposition of the prohibitive export duty 
and that which they would have otherwise 
obtained.” 

j (5) A decrease in exports, caused by an 
export duty, according to Mr. Moreland, "might 
so far affect the balance of trade as to threaten 
the security of the gold standard of currency, 
now the corner-stone of India’s financial 
policy. ” 

It should be noted that it is admitted that the 
curtailment of the exports of food grains in good 
years would lower their prices. On this point 
I Mr. Moreland says: — 

"If the action of the State stopped with 
the prohiMtion of exports, the situation would 
be clear. Within the country there would be 
a large surplus of food, and there would be no 
means of getting rid of it. Prices would, there- 



js- 
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^or6j fsjll subststDti&lly j .and choap, perhaps 
very cheap, food would be assured to the people!” 

An export duty on food grains is opposed, 
not because it would not achieve its purpose, but 
because it is thought that the sum total of the dis- 
advantages arising from it would exceed the sum 
total of the advantages. We may now deal with 
the arguments against the export duty one by One. 

(1) It must be admitted that, chiefly owing 
to the export trade, the production of food grains 
in India has increased. In a normal year more 
is produced now than forty or fifty years ago, 
when the amount of food grains exported was 
srnall. In this sense the export trade may be 
said to have created a reserve which we can 
draw upon in times of scarcity. But chiefly 
owing to the export trade again, in spite of 
:the increase in the area under cultivation and 
in the production of food grains, the prices of 
food grains, in years of good rainfall, are now 
generally higher than they were formerly in 
famine years, and in years of scarcity they rise 
still further. JFor example, the annual average 
price of wheat for the Punjab and N. W P 
Province, from 1861 to 1870, was never less than 
12 seers for a rupee, except in one year, 1869 
when it was 11‘99 seers; during 1871-1880 the 
werage was never less than 13 seers, except 
m 1879 when it fell to 12-92 seers; during 
1881-1890 it was less than 15 seers only in 1887 
when it was 14'69 seers ; during 1891-1900 it 
fell to 10'42 seers in 1900, but it was higher in 
■other years. The average, which was fairlv hish 
from 1900 to 1915, fell in the latter year to 
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8*8 seers per rupee. In December 1917, the 
price of wheat in the Punjab was 8*1 seers per 
rupee, in December 1918, 6*4 seers and in January 
19*21, about 4 seers. How is it that in spite of the 
reserve which the export trade has undoubtedly 
created, the price of wheat in recent years has 
been much higher than it ever was ? It is not 
because the internal demand for food has in- 
creased more rapidly than the food supply. In 
part, of course, the high prices of wheat and the 
coarser grains are due to the general depreciation 
of the rupee, and even if the export of food grains 
w^ere totally prohibited, prices W’ould not fall to 
the level of, say, 50 years ago. But this is so in 
part only. Curtailment of imports, as is ad- 
mitted, %vould low^er prices. 

It cannot be denied that if the reserve, ” 
wdiich is drawn upon in times of scarcity, and 
which the export trade has created, entirely dis- 
appeared, prices w^ould rise. But, as is argued 
below, it is not necessary that the imposition of 
such a duty as has been suggested, should have 
that effect. 

(2) The fluctuations in the prices of inferior 
food grains which are not largely exported are 
greater than those in the price of wheat. But 
we should not forget that the effect of the 
European demand for wheat has been a steady 
and corithmcms xhe in its price. It may be 
doubted whether a steadily rising price is a lesser 
evil than a fluctuating price, which, how^ever yields 
a lower average. Again, it should be recognised 
that the European demand for wheat indirectly 
affects the prices of' the inferior . food grains^ 
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Through the wide-spread operations of this 
(export) trade ’’says Mr. Moreland ''the price 
of wheat all over India has gradually been 
brought into relation with the rates prevailing 
in the European markets ; and since wheat is 
interchangeable in consumption wdth most of the 
other grains — maize, barley, and the various 
millets and pulses— produced and consumed in 
India, the export price of w^heat is a governing 
factor in the prices of food grains throughout the 
country, so long as there is a surplus at all.” 

(d) It is certain that if a prohibitive export 
duty were imposed on food grains, prices would 
fall, and it is probable that some inferior lands 
would go out of cultivation. But the total pro- 
hibition of wheat export is not suggested here. 
Whether the shrinkage of supply caused by am 
export duty w'hich discouraged exports without 
stopping them altogether wmuld be great or small 
would depend upon the nature of marginal pro- 
duction. Suppose the yield of the inferior lands 
is small as compared with that of lands of superior 
productivity, or in other words, that the amount 
of the marginal production is small. In such a 
case the decrease in the total production of food 
grains would bo small, and prices may not rise. 
In order to prove that the imposition of the 
export duty would lead to a permanent decrease 
in the production of food grains and a rise in 
prices, it is necessary to show that a large 
amount of food grains is raised on or near the 
margin of production ; we cannot assume that. 
The export duty proposo^d may only somewhat 
diminish the gains of large farmers without much 
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redncin,^ the total quantity of wheat produced. 
If it is found that there is still a tendency to 
divert land from wheat production to the cul- 
tivation of cotton, it might become necessary to 
tax cotton also. Such a tax would be welcomed 
by our growing cotton industry, and in its 
ultimate effect, it would tend to lower the price 
of cotton cloth. 

(4) The fall in prices, it is said, would injure 
the cultivators who form about two-thirds os 
the population of India. ” This argument if 
important. India is an agricultural country ; 
if the fall in the prices of food grains would injure 
a large majority of the population, those who 
argue against an export duty on food grains, it 
must be admitted, have some sort of a case. But 
as a matter of fact, cultivators do not form 
two-thirds of the population of India, and 
those who are benefited by the rise in the prices 
of food grains are not a majority but, in all 
probability, a minority of the population. Ac- 
cording to the census of 1911, out of a population 
of 318,470,000, the number of those engaged in 
ordinary cultivation was 216,787,000, or 69 
per cent. The sub-classes under this head were 
as follows : — 

(1) Income from rent of agri- 

cultural land ... 7,7743,000 or 2’5 

per cent. 

(2) Ordinary cultivators ... 167,015,000 or 63“2 

- per cent. 
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(B) Agents, managers of 
landed estates (not plan- 
ters), clerks, rent collec- 
tors, etc. ... 781,000 or *2 

per cent. 

(4) Farm servants and field 

labourers ... 41,246,000 or 18’1 

per cent. 

We thus learn that all those who are described 
as engaged in ‘ ordinary cultivation ^ are not > 

‘ ordinary cultivators.’ The rise in prices does / 

not benefit the rent receivers unless they can 
enhance their rents faster, and to a greater 
extent, than the rise in prices. Among the 
classes which have been adversely affected by the 
rise of prices Mr. Datta includes “ the great, 
Zemindars and other landlords of Bengal, Oudh 
and other parts of India who can enhance their 
tenants’ rents only at considerable intervals, and 
who, therefore cannot adjust their rents to meet 
the change in prices.” ISfor are agents, mana- 
gers of landed estates, clerks and rent collectors 
benefited by the rise of prices, unless their wages 
increase more rapidly than prices. As regards 
farm servants and field labourers, again, their 
real wages must fall if their money wages lag 
behind prices. It is thus shown that the rise in 
the prices of food grains does not necessarily 
benefit classes (1), (3) and (4). 


We thus reach the conclusion that t^e rise 
in the prices of food grains can conceivably bene- 
fit^ directly, 5.3*2 per eent'. of the population. 
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But India buius? a land of small farmeis, it is 
probable that the percentage of the cultivators 
who actually gain by the rise of prices to the 
total population, is not 53-2 but much less. It is • 
not improbable that the farmers who have been 
enriched by the rise of prices ara a small mino- 
rity of tho population. 

(5) The following table shows the value of 
the total exports of Indian merchandise, of the 
exports of grain, pulse and flour, and of wheat, 
from 1909-10 to 1913-14. Pre-war years have 
been taken as exports and imports during the 
war were not normal. 


TTablev 
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The table shows that the exjports of grain^ 
pulse, and flour form a considerable proportion 
of the total exports of Indian merchandise to 
foreign countries. If the export of food grains 
ceased altogether, it is probable that the balance 
of trade would be affected. But no one proposes 
that the export trad^in food grains should be 
stopped altogether. |^Vhat is suggested is that 
j the amount of w^heat annually exported should 
i be regulated in the interests of the Indian con- 
i sumer l)y means of an export dutyj As the price 
! of wh.eat governs the prices of inferior food grains, 
a reduction in the quantity of wheat exported 
would lower not only the price of wheat but also 
the prices of other food grains. The exports of 
wheat, as compared with the total exports of 
Indian merchandise are small — on an average 6*5 
per cent. — a decrease in the exports of wheat 
would not turn the balance of trade against 
India. 

It is sometimes suggested that the true solu- 
tion of the wheat problem lies, not in lowering 
the price of food but in raising the level of in- 
comes. But, as is well-known, wages have a 
tendency to lag behind jjrices. Industrial wages- 
have risen during the last four or five years, but 
by a very slow and painful process. And on© 
may still doubt whether the process of adjust- 
ment is complete. We should also remember 
that while trade unions have done a good deal 
to ameliorate the condition of the town labour- 
er, the movement is yet in its inf ancy, and that 
our agricultural labour is not organised at all,, 
and has very little chance of becoming orga- 
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Bised in the near fiiturOj since it is spread over 
the broad face of the land and is not concentrat- 
ed in small areas like factory labour. In vievr 
of these incontestable facts, and of our experi- 
ence in the past, it may be concluded that it is 
not possible for the level of incomes in India to 
rise to a point where the high price of food will 
become a matter of indifference to the consumer. 

Some people think that the rise in the price 
of wheat is entirely due to the depreciation of 
the currency, and they suggest deflation as a 
remedy for the evil. Our currency like the cur- 
rencies of most European countries, is inflated, 
and if the volume of the currency could be some- 
how reduced, general prices would fall. But it 
cannot be said with any degree of confidence that 
deflation Vv-ould lower the price of wheat. It may 
be admitted that important changes in the 
amount of the circulation cause general move- 
ments of prices, but the prices of particular goods 
are all the time subject to special influences con- 
nected with their supply and demand. This is 
particularly true with regard to commodities 
which are exported and imported. For example, 
the effect of deflation on the price of wheat in India 
may be more than counteracted by a rise in the 
price of wheat in countries outside India, causing a 
considerable proportion of our wheat to be export- 
ed. The price of wheat in India, in these circum- 
stances, would not fall ; it may even rise, in spite 
of deflation, in sympathy with European prices. 
To lower the prices of goods which largely enter 
into foreign trade you must either bring about a 
fall in foreign prices, which is beyond your power. 
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or sever the link of connection between yonr price 
level and t’-.e foreign price level by restricting 
enpcirts. 

Is increased production a remedy against the 
high price of wheat ? The answer is in the 
aliirniative provided that increase in production is 
nut accompanied by an increase in exports. If 
increased production is for the benefit of the foreign 
market, that is, as production increases, the export 
trade expaTads, the home consumer will gain little 
by it. This point is important. During the last 
forty years the area uoxler wheat as well as the 
yield of wheat in India has considerably increased. 
AsGOiiipared with 1891-92 there -was in i 916*17 an 
jncreaso of 24 per cent, in the area under %v heat in 
the whole of India and 56 per cent in the area under 
wheat in the Punjab. There is ample evidence of in- 
crease in the production of wheat, and yet, in spite 
of increased production, the price of wheat in years 
rf good rainfall during the last four or five years 
has been iiigher than it ever was in the severest 
famine which the - oldest man .in the Punjab can 
remember. Some part of this rise in the price 
of wheat is of course, due to the general fall in 
the purchasing power of the rupee. Increase in 
population has absorbed some part of the increase 
in production, but, as we have seen, it cannot be 
denied that the most important cause of the rise 
in lhe; price of wheat during the last 40 years has 
; beeri' the grow^th of -the export trade "which has 
lmked.4he price of wheat in India with tlie^ Euro- 
pean price, and which makes it rise and fall as 
the European price rises and falls. Statistics 
'show tfe food .supply in India has bean 

commensurate with the growth of population. 
The rise in food prices therefore, must be due to 
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; the' gro^vth of the external demand. It may fur- 

J ther be pointed out that the politicoj and econo- 

mic condition of the wheat; producing countries of 
Europe is still disturbed, and that it is probable 
'that the European price of w'heat will continue to 
;i be high for several years. In these eirciiiasrances, 

f 'iiiiless we break the link which connects the In- 
dian price of wheat with the Eiiropean price, we ' 

rimst be prepared for a further rise of prices in 
India ; in fact no limit can be tixed for the vise in ■ . 
the immediate future. 

The advocates of iinrestrietecl export of food 
stuffs insist that the fall of prictes would in; ure the li 

cultivator as he would have to sell a larg:’r pro- - 

portion of bis crop in order to pay the land ruveiiue, ; 

and they point out that the tax on agricultural in- 
comes ('k e. the land revenue) is already tor heavy. . 

It may be frankly admitted that -the land revenue, 
if we regard it as a tax at all, is a very peculiar: 
tax. It does not conform to the accepted canons f 

of taxation in YVestern countries, but it is based 
■oa immemorial custom in India. Whatever be 
the view^ regarding the relation of the State to ! 

land under existing conditions, it cannot be doubted i; 

^ that in the past, under Indian rulers, the State 

claimed to be the universal landlord and enforced 
its claim by demanding a share of the gross pro- 
duce of the soil. The State’s share in the profits 
of cultivation is much less now than wdiat it ever 
was. ' The Laws of Mann permitted the king to 
' take tbe eighth, sixth, or tw-elfth part of the 

crops .(VII. 130), while a Kshatriya king who, s 

in times of distress, took even the fourth part of 
,tlie crops was not blamed. -(X. 120). There is a 
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reference in Kautilya's Arthsliastra to taxes 
that are paid in the form of one-sixth of produce’" 
{shathhhag)A The Mohammaden rulers of India 
sometimes took as much as one-half of the gross 
produce of the land. Ala-ud-deen Khilji, for ex-^ 
ample, according to Ferishta, "‘ordered a tax^ 
equal to half the gross annual produce of the 
lands, to be levied throughout the Kingdom, and 
to be regularly transmitted to the exch0quer.”t 
Akbar, the most enlightened Mohammaden ruler 
of India, “ fixed his claim at one-third of the gross 
produce, and in order to realise the revenue on 
this basis, his officials determined the average yield 
of every crop grown in the country, and fixed cash 
rates representing one-third of this average yield 
valued on the results of ten years’ experience”, t 
Whether the State’s share in the profits of culti- 
vation at the present time is equal to one- 
twentieth§ of the average value of the crops or more 
or less, it cannot be denied that it is far less than 
what it was in the past. The land revenue must 
not be judged by Western standards. It is a pro- 
duct of Indian conditions, and it must be con- 
sidered in relation to Indian custom, tradition and 
practice. Thus regarded, the Indian cultivator 
is more lightly taxed than he ever was, and he 
cannot make a grievance of it. 

Finally it may be said that it is altogether 
wrong to think that the income of our large agri- 

* Trs. by Shamasastry, p. 112. 

t Trs. by Briggs, Vol I, p. M6, 

i India at the Death of Akhar^ by Moreland, p. 99. 

§ The Wealth and Welfare oj the Punjab, by H. Calvert 
p.l98* 
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cultural population cannot be increased other- 
wise than by an increase in the price of produce.” 
The rise of prices is the least important means of 
improving the condition of the agricultural classes. 
We have to remember that, in the long run, some 
part of the increased profits of cultivation due to 
rising prices must get absorbed by the increase in 
the cost of cultivation, and secondly, that a great 
part of the profits may not be enjoyed by the 
cultivator but may, as they actually do, find their 
way into the pockets of the middleman, the 
exporter and the mahajan^ 

Every one knows that the development of 
irrigation has added very materially to the wealth 
of the Punjab during the last twenty years. Ex- 
tension of irrigation and the progress of scientific^ 
large-scale farming which would increase the 
yield of the land per acre, are the only true found- 
ations of agricultural prosperity, ’whether prices 
rise or not. The Indian farmer is poor because 
his holding is small, and because his methods 
of cultivation are primitive. The consolidation of 
holdings, the adoption of improved methods of 
cultivation and the organisation of rural credit 
by means of co-operative societies will increase 
agricultural incomes by increasing production,, 
even if prices fall. 

Even if we admit, for the sake of argument, 
that agricultural incomes cannot be increased 
otherwise than by increase in prices, it does not 
follow that prices should be allowed to rise to anyi 
extent so that the profits of agriculture may in- 
crease. Surely the minority has a right to live. 
The urban unskilled labourer has also wife and 
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c'bilclreii. He is also a member of the community. 
It is certainly true that there can be no health 
in the cities without corresponding health in the 
coiuitryb’ but an industrious, prosperous and con- 
tented city population is also essential to the pro- 
gress of rural life. There is no real conflict 
of interests between the town and the country, 
and the economic interests of the two are so closely 
iiit.oTtwin.ed that what injures the one must in- 
jure the other. 
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II. 


Years. 

Export of 
wheat (mclnd- 
ing wheat 
flour) in 
thousands 
of cwts. 

Years. 

Export of 
wheat (includ- 
ing wheat 
flour) in 
thousands 
of cwts. 

1870-71... 

248 

1895-96... 

10,891 

1871-72... 

637 

1896-97... 

2,695 

1872-73... 

894 

1897-98... 

3,085 

1873-74... 

1,755 

1898-99... 

20,453 

1874-75... 

1,069 

1899-00..-. 

10,495 

1875-76... 

2,498 

1900-01... 

765 

. 1876-77... 

5,583 

1901-02... 

8,079 

1877-78... 

6,540 

1902-03... 

11,266 

1878-79... 

1,344 

1903-04... 

.27,653. 

1879-80... 

2,195 

1904-05... 

44,355 

. 1880-81... 

7,444 

1905-06... 

. 19,923 

1881-82... 

19,863 

1906-07.... 

17,188 

1882-83... 

14,144 

1907-08... 

18,690 

1883-84... 

20,956 

1908-09... 

3,008 

1884-85... 

15,830 

1909-10... 

22,010- 

1885-86... 

21,060 

1910-11... 

26,489 

1886-87... 

22,263 

1911-12... 

28,658 

1887-88... 

13,538 

1912-13... 

34,573 

1888-89... 

17,610 

1913-14... 

. 25.632 

1889-90... 

13,799 

1914-15... 

15,206 

1890-91... 

14,791 

1915-16... 

14,229 

1891-92... 

31,044 

1916-17... 

16,381 

1892-93... 

15,714 

1917-18.,,. 

30,518 

1893-94... 

ISQA-QS 

12,901 . 

19.18-19... 

. 10,140 





Indian Labour. 


The war was a period of great indrtstrial 
unrest in India and this unrest still . continues. 
The causes of unrest have very often been mis- 
understood. It is taken to be a sign of the 
spread of Bolshevik doctrines among the labour- 
ing masses of India. It is supposed to be the 
work of the agitator, of the lawyer politician. 
The agitator, however, is not responsible for 
industrial unrest. Its main causes are economic. 
Even before the war the Indian factory labourer 
was living from band to mouth. The great rise 
\ of prices during the war, which was not accom- 
Jpanied by a corresponding increase in money 
wages, made his economic position worse. The 
cost of living as measured by changes in the 
prices of the necessaries of existence rose 83 per 
cent, in January 1919 as compared with the 
average of July 1914. The average increase of 
Wages in variojis industries between 1914 and 1919 
is summarispd.b^owj- — 


INDIAN DABOUB 


51& 


Cofcton spiuniDg and weaving 54% including 35% 
industry. temporary war 

allowance. 

Cawnpore woollen industry ... 19% 

Coal-mining industry, Bengal 16% 

Tea industry, Assam 19% 

Jute industry, Bengal ... 13% 

Eailway Locomotive Work- 
shops, Punjab ... 89% 

Engin earing W or kshops, 

United Provinces ... 28% 

Army Boot Pact ory, Cawnpore 19% 

Paper industry, Bengal ... No change. 

Brewing industry, Punjab ... 80% 

Bice industry, Bangoon ... No change. 

The average of these increases is 21i%, In. 
view of the much greater rise in the cost of living, 
the outbreak of a series of strikes in 1920 affect- 
ing almost all industries is not surprising. About 
the causes of industrial unrest in Bengal the 
Director of industries, Bengal says : — 

** An epidemic of strikes unprecedented in 
the history of the province broke out in Bengal 
in the year 1920. With extremely few excep- 
tions, the strikes arose fro m.dema iids ,iox higker 

wages ; and the general origin of the demands 
was the riss in the cost of living which resulted 
from the Great War. The popular hope that the 
Armistice would be followed by a substantial fall 
in prices was grievously disappointed ; apart 
from economic reasons there were others that 
unsettled men’s views of established things, and 
the general atmosphere one that encouraged 
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the not unnatural demand of industriM labour 
that some readjustment should be effected.' ■ The 
strike as a means of obtaining concessions was 
not unknown before 1920, but it had a|ipeared 
only in isolated cases, and the demands had more 
commonly been non-economie ■ in character. 
What appears to have occurred in '192Ci is that 
isolated strikes for higher wages in the -Hoogly 
riverine, resulting in the concession of increases, 
were suddenly taken as a pattern of what might 
well be repeated, and there followed a process of 
accumulative imitation which gained in strength 
owing to the continued success achieved. This 
process was lubricated by public discussion in 
newspapers and by the active interest which was 
taken in some strikes by publicists not belonging 
to the working classes, who began to express 
on behalf of the men arguments regarding labour 
which had hitherto been heard more often in 
’Western countries than in India. Up to date, 
the process of adjustment has been on the whole 
amicable ; the bulk of strikes have been compa- 
ratively short-lived, and their conduct has been 
commeii'i^^^y peaceable. In the course of them 
■several tentative movements in the direction of 
forming economic labour associations have made 
their 5 these are, however, mostly 

confined smaller groups of employment such 

jjg pregS-employees, and do not extend for 
instance, *<> jute. industry...... ” 

(ja,nnot be denied that as the result of 
strikes many industries have been able 

to obtain ® considerable increase in wages during^ 
the last tw<^ years. 'Industrial wages rose from 
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60 to 100 per cent, in 1921. The rise in wages 
in Bombay, particularly, about 100 per cent., is 
very satisfactory. | 

The work of ascertaining exactly changes in 
the cost of living of the labouring population has 
been undertaken by the General Labour Bureau 
of the Government of India and also by the 
labour departments of certain provinces. The 
following table shows the rise in the cost of 
living in India and in some foreign countries : — 

I" 

• ' 4 

% 

* O' 4 


[Table 
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Cost of living index numlers for India and 
foreign countries.* 


some 


* Labour Grazette, for August, 1922, 
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Jtily 1914 

100 

100 

100 

100 

100 

1920 

189 

252 


842 

317 

1931 






January 

169 

365 


944 

*»«''' 

February 

162 

251 


901 


March 

160 

241 

sis 

901 

• •• 

April 

160 

233 


894 

... 

May 

167 

228 

. . . 

880 

180 

June 

173 

219 

307 

896 

... 

July 

177 

219 

... 

1,124 

... 

August 

180 

222 



177 

September 

185 

220 

295 

. . . 

October 

183 

210 

. . , 

1,308 

... 

November 

. 182 

203 

... 

1,594 

... 

December 

179 

199 

297 

1,746 

174 

1922 






January 

173 

192 

... , 

1,825 

... 

February 

165 

188 

. . . 

2,209 

... 

March 

165 

186 

291 

2,630 

167 

April 

162 

182 


3,175 

... 

May 

163 

181 

. * . 

3,4,63 

.... ■ 

Jxme V- 

163 

180 

317 

. ■ . . . ■ 


July 

165 

184 


... ■ 


August 

,•«. ' 

181 
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It will be seen that the cost of living fell 
’appreciably, after October 1920. Considering the 
substantial rise in wages in 1921, it would seem 
that the lot of our industrial workers has 
materially improved. The process of adjustment, 
however, still continues and, as the reports of 
strikes in many industries show, the Indian 
labourer has not yet settled down to w^ork. 

Information regarding industrial disputes in 
India in each quarter of the year 1921 is publish- 
ed in the fJournal of Indian Industries and 
Labotir. An examination of relevant statistics' 
yields the following results : — 

Number and BesuM of Industrial Disputes. 


Year 1921. 

Number of 
Disputes. 

<4-4 

m 

QD 

a 

o 

P 

m 

Partially suc- 
cessful. 

3 

<-r-t 

W. 

xn 

o 

o 

o - 
p 
w 
p 

D 

1st Quarter 

116 

13 

42 

43 

2nd „ 

64 

11 

12 

27 . 

3rd „ 

88 

15 

12 

45 

4th „ 

132 

49 

16 

54 

Total 

400 

88 

82 

168 


A strike is shown as successful when the 
demands of the workers are conceded in full ; 
as a failure, when they obtain no concessions. 
However, many strikes classified as ‘‘ partially- 
successful’* should be r,eg aided in fact as 
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** successful^ ’’ far in most cases, the workers 
when they strike for pay demand more than what,, 
they intend to secure. 

It will be seen that, except in the last 
quarter of the year, the number of ‘‘ unsuccessful ; 
strikes was considerable. Of the 49 successful ’r 
strikes in the last quarter of 1921, no less than 
47 occurred in Bombay, mainly in connection 
with the bonus question. If we deduct the 
Bombay figures from the total number of success- 
ful strikes, it is found that 2 other trade disputes 
were successful as against 16 partially successful 
and 54 unsuccessful. 

Causes of trade disputes, - 



The term ‘‘personnel” includes all strikes 
where the chief object was the reinstatement or 
dismissal of an employee. ’ ' 

It will be seen that the largest number of 
disputed were caused by the demand for higheir 
pay or bonus, . ' : 
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Industries affected. 


Year 1921. 

Number of 

Disputes. 

H 

0 

•4.=> 

0 

0 

Textile 

© 

•40 

f-s 

Total. ' 

Non-Textile. 

1st quarter ... 

116 

27 

9 

36 

80 

2nd „ 1 

64 

21 

6 

26 

33 

3rd „ 

ii 

33 

4 

37 

51 

4th „ 

132 

72 

10 

82 

50 

Total 

400 

153 

28 

181 

219 


Numbers involved. 


Year 1921. 

Cotton. 

Textile 

© 

Total. 

Non-Textile. 

Total. 

ist Quarter ... 

35434 

38300 

73734 

111517 

185261 

2nd „ 

26997 

48000 

74997 

47435 

122432 

3rd „ 

53616 

15400 

69016 

28809 

97825 

4th 

44356 

33026 

77381 

40266|117647 

Total ... 

160403 

134725 

■ 

295128 

228027 

523155 


The figures show that about half the number 
of trade disputes occurred in the textile industrieSy 
cotton and jute/ involving more than half the 
total number of strikers* , 
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The occurrence of a,s many as 400 strikes in 
one 3 ^ear shows that our industrial workers are 
capable of taking concerted action in order to 
protect their interests. This angurs well for the 
formation of regular unions of workers in Yarious 
industries. At the present time, however, while 
|the Indian employers are well organised, organis- 
fed unions of workingmen are practically non- 
f existent. A resolution was moved in the Indian 
Legislative Assembly by Mr. N. M. Joshi, the lead- 
ing champion of labour in the representative 
chamber, on 1st March 1921, recommending the 
introduction “ at an early date, in the Indian 
Legislature, of such legislation as .may be neces- 
sary for the registration of trade unions.” Sir 
Thomas Holland, speaking on behalf of the Go- 
vernment, pointed out that the number of trade 
unions which could be registered was so small as 
to be negligible. It is all very well,” he said 
to urge the Governor General to take steps to 
introduce at an earlg date the legislation necessary 
r for the registration of trade unions. What we 

i want first of all to know is bow many real trade 

I unions exist in India, There are some associa- 
tions it is true, in this country, but possibly they 
! could be counted on the fingers of one hand, that 
have a clearly stated constitution and a recognised 
membership, with audited accounts ”. He sug- 
i gested that for the words at an early date ” in 
; the Besolution the words ** as soon as practicable’^ 

; should bo substituted, and the Besolution was ac- 

I cordingly amended and accepted by the Govern- 

f ment. 

In view of the ignorance and illiteracy of our 
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iv^orkers it may^ that the formation of 

trade unions in India would be a slow process- 
In the interests of the workers themselves, how- 
ever, it is highly desirable that trade unions 
with properly appointed leaders, who should be 
able to represent the cause of the labourers and 
negotiate wdth the employers, should be formed, 
in every industry as early as possible. 

The progress of the labour movement is be- 
ing carefully studied by Government. Govern- 
ment have been compelled to take a direct in- 
terest in labour questions for two reasons. In 
the first place, the widespread outbreak of strikes 
all over the country caused great inconvenience 
to trade. The loss and inconvenience caused to 
the public at large, and traders and manufacturers 
in particular, by a well-organised railway or postal 
strike can be easily imagined; ^Again, a strike 
in India, under certain conditions, is likely 
to acquire a political importance, though its 
causes may be economic. In the second place, 
India as a member of the League of Nations was 
represented at the first International Labour Con- 
ference held at Washington. in the autumn of 1919 
and early in 1920, and the Government of India, 
as a member of the International Conference, 
have to take appropriate action on the resolutions 
of the Conference. 

With the object of collecting accurate statis- 
tical data relating to labour and industries, the 
'Census authorities were asked to include in their 
enquiries questions about industries and how 
they are carried on, and information about the 
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Operatives, their sex, age, etc. A Central Labour- 
Bureau under a Director has been created, and 
the Bureau has already done much in the way of 
collection of statistics and the publication of use-^ 
ful monographs on labour and industrial problems^ 
As regards the settlement of labour disputes, some 
Local Governments have taken action in consti- 
tuting Boards of Conciliation or Arbitration* 
Statistics regarding the cost of living and wages 
and reports on strikes are submitted by the Pro- 
vinces to the Central Labour Bureau, and arrange- 
ments are also being made in the Provinces for 
the systematic collection of information relating 
to these questions through regular organisations. 

The Indian delegation at the Washington 
' Conference consisted of two officials, one employers^ 
delegate, Mr. (now Sir) A. E. Murray, C. B. E., 
Chairman of the Indian Jute Mills Accociation, 
abd one workers’ delegate, Mr. N.M. Joshi, Secre- 
I tary Social Service League, Bombay. The Con- 
i ference adopted draft conventions concerning 
I hours of work, unemployment, the employment 
I of women before and after childbirth and during 

f the night, the minimum age for admission of child- 

ren to industrial employment and the night work 
of young persons employed in industry. The re- 
; commendations of the Conference related to un- 
employment, the protection of women and child- 
ren against lead poisoning, reciprocity of treat- 
ment in the case of foreign workers, prevention of 
anthrax, the establishment of Government Health 
Services and the application of the Berne Gon^ 
vention of 1906 on the prohibition of the use of 
white phosphorus in the mamifacture of matches, ; 
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>,.■ Tile Washington Conference adopted the 
following Draft Convention regarding the hours 
of work in industrial undertakings : — 

Abticlb 2, 

‘‘The working hours of persons in any public 
or private industrial undertaking or in any branch 
thereof, other than an undertaking in which the 
members of the same family are employed, shall 
not exceed eight in the day and forty-eight in the 
week, with the exceptions hereinafter provided 
for.” 

It was recognised by the Conference that this 
Convention could not be applied' to India and 
some other Eastern countries. The question of 
the hours of labour in India was considered by a 
Committee of the Conference. This Committee 
recommended the adoption by India of the princi- 
ple of a 60 hour week and the limitation, at an- 
early date, of the hours of underground work in 
mines to 54 or even lower. 

The revision of the Indian Factories Act of 
1911 was undertaken with a view to giving effect 
to the decisions of the Washington Conference 
which had been accepted by the Indian Legislative 
Assembly. 

The amended Act came into force on July 1, 
1922. 
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Industrial Disputes during the 


Provices. 


Assam 

Bengal 

Behar and Orissa 

Bombay 

Burma 

Central Provinces 
Madras' 

Punjab 

United Provinces 


Total 

Industry, 

Cotton Mills 
Jute Mills 
Engiceerinar Works 
Railways (including Rail- 
way Workshops). 
Tramways 
Collieries 
Motor Works ... 

Rice Mills 
Tea gardens ... 

Printing Presses 
Tobacco Factories 
Ice Factories ... 
Miscellaneous 

Total 


132 117,647 799,196 


44,356 418,640 
33,025 87,375 

6,57r> 30, ICO 
8,725 20,650 


2,000 

58,258 

4,050 

38,550 

718 

.712 

11,890 

300 

1,169 


2,000 

253,727 

80,300 

213,844 

23,78^ 

14,464 

203,040 

5,700 

2,338 


2, SCO 

6.500 
206 
432 

2,000 

212 

1.500 
550 

11,071 


67.500 
42 500 

1,128: 

16,212 

2.000 

9,964 

16.500 
41,800 
44,827 




Note on the Periodicity of Fantines 
in India 


;i II ■ 
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It is well known that crises occur periodjcklly 
in Western countries. The time normkliy occu- 
pied by a trade cycle is from seven years to about 
ten and a half years. 

Pamines represent crises in an agricultural 
country— a famine is an agricultural crisis. Famines 
in India are of frequent occurrence, but dof they 
recur at regular intervals ? 

In his article on “ Commercial Crises and 
Sun spots ” printed in the “ Nature ” of Novem- 
ber 14, 1878, and reprinted in “ Investigations in 
Currency and Finance ”, W. Stanley Jevons in- 
cidentally discussed the question of periodicity of 
famines in India. He believed that therd was 
some connection between famines in India and 
crises in England. He agreed with Mr. J,. C. 
Ollerenshaw that “ the secret of good trade in 
Lancashire is the low price of rice and grain in 
India.” When food is cheap in India, the people 
have more money to spend on imports from Lanca- 
shire; when, as in a time of famine the price' of 
food rises, the people have very little to i spend on 
new clothes, which “pifoduces a marked chan.ffe 
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in the demand for Lancashire goods Jevons 
tried to show that famines recurred periodically 
in India at an interval of ten or eleven years- 
He gives in his article a most interesting list of 
the price of wheat at Delhi for seventy three years 
ending with 1863 (reproduced below), on which 
he based his conclusion that commercial crises 
occurred in England ‘‘in almost perfect coinci-. 
dence with scarcity at Delhi-” 

Price of Wheat at Delhi in Rnpees per 
1,000 Seers of W'heaL 


1763 

50 M. C, 

1764 

35 

1765 

27 

1766 

24 

1767 

23 

1768 

21 

1769 

24 

1770 

28 

1771 

33 

1772 

38 0. 

1773 

100 M. G. 

1774 

53 

1776 

40 

1776 

25 

1777 

17 

1778 

25 

1779 

33 

1780 

45 

1781 

66 

1782 

91 

1783 

167 M. C.- 


1784 

40 

1785 

25 

1786 

23 

1787 

22 

1788 

23 

1789 

24 

1790 

26 

1791 

33 

1792 

81 M. 

1793 

64 G- 

1794 

32 

1795 

14 

1796 

14 

1797 

15 

1798 

8 

1799 

17 

1800 

22 

1801 

23 

1802 

25 

1803 

66 M. 

.1804 

48 G. 


M 
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1805 ■ 

1806 

1807 

1808 

1809 

1810 
1811 
1812 
1818 
1814 
r815 
1816 
1817 
18!8 

1819 

1820 


33 

31 

36 

40 

25 C. 
28 . 
44 
43 
30 

•23 Cl 
28 • 

41 
39 

42 
46 


38 
35 
33 

39 

39 C. 
48 M. 
30 
22 
21 
21 
-26 
22 
33 

4u M. 


I 


The letter M. indicates the maxima attained 

' ■ ly the price, and C. the year of crisis. 

The intervals between the years of famine 
are as shown below : — 

Famine year. Interval. 

' . , > ' ' Vo 

1773 

1783 . 

,1792 ' " 

^ 23 

1826 ' Q 

1834 . ' : . ° 

All that the above table shows is that np to 
1803 famines recurred at intervals . of about ten 
years. There is no regularity after that year. _ 
The question of the pefio'dicity of famines is 
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also incidentally discussed in some, of .the early 
Punjab Settlement Reports. In the Settlement 
Report of the Sialkot district :( 1 865), Mr. Prinsep, 
the Settlement , Commissioner, refers to the 
famines of 1783, 1812, and 1833, and under the 
heading Coincidence, of their recurrence,” 
remarks : — 

“ Adding to these the late visitation; of 18.61,' 
we have within a period of 83 years four famines 
which, strange to say, have recurred at regular 
intervals of from 21 to 29 years of each other, 
and each one of which must have tended to 
impoverish the country in a greater or less 
degree. ” And he added that it was proper to give 
due weight to this recurrence of famines at regular 
intervals when fixing a new assessment. 

In the Settlement Report of the Rohtak dis- 
trict (1880) Messrs. W, B. Purser and H. G. Fah- 
shaw, the authors of the Report, give a list of 
famines which visited Rohtak during a period of 
124 years, ending 1877- 78. The names of famines 
are given and the popular sayings about them 
are quoted, from which it may be inferred that 
the famines actually occurred in the years in 
which they are stated to have occurred. About 
.the ‘‘ Satha ” famine of Sambat 1960, (1802-03 
A. R.) it is said that grain sold at 10 seers p^r 
rupee, two consecutive harvests having failed. 
Jn the next famine called the “ Unhattara. ” 
prices rose to 7-8 seers per rupee. About the 
Nawia ” famine of Sambat 1890 (1833-34 A. D.) 
people used to say, * baniya w^arh gaya kothi 
main, balak rove rotl natain, ’ meaning that the 
grain-dealer hid in his house, and the child wept 
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over its meals. Tha authors of the report do 
uot believe in a ten or eleven year cycle of 
I famines. They say : — 

‘*The famines seem to have occurred 
irregularly, and to have nothing of a cycle nature 
i about them ■ eight in the present century give 

f one every ten years on an average ; as a fact, two 

i have occurred in each of the second, fourth and 

seventh decades, and none in the third, fifth and 
sixth, though the famine of 1830-61 was only 
} ? ■ just outside the last. ’’ 

, ! I have given below in Table II the prices of 

,j wheat at Farrukhabad in the United Provinces 

, i , . 114 years), Sialkot (94 years), Ludhiana (57 

; years), and Eohtak (57 years), and in Table I 

;] f a list of famines and the interval at which they 

; visited the place mentioned. The information 

about famines before 1861, where it is not based 
upon figures of prices, is derived from the Settle- 
ment Eeports. An unprejudiced examination of 
the facts would show that we have very little 
ground for thinking that famines recur at regular 
intervals. As regards Parrukhabad, the first 
three famines occured at intervals of about ten 
years, but there is an interval of 23 years 
between the famine of 1838 and the next famine 
of 1861. Then there are two famines in the 
seventh decade, two in the eighth, one in the 
ninth, and two in the last decade of the 19th, 
century. Famines in Sialkot, Ludhiana, and 
Eohtak were, if possible, even more irregular in 
their occurrence. On the basis of tne evidence 
before us, it cannot be concluded that famines 
occur in a cycle of a fixed number of years. 
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Table I< 


Farrukh- 

abad. 

Sialkot 

Ludhiana. 

Bohtak 

Famine years- 

Interval, 

Famine years. 

Interval. 

Famine years. 

Interval. 

Famine years. 

Interval 

1817 ... 


1783 


1730 ... 


1753-54 


1827 ... 

10 

1812 

29 

1759* 

29 

1782-83 

29 

1838 ... 

n 

1833 

21 

1770* 

11 

1802-03 

20 

1861 ... 

23 

1861 

28 

1783 ... 

13 

1812-13 

10 

1866 ... 

5 

1869 

8 

1812-13 

29 

1817-18 

5 

1869 ... 

3 

1879 

10 

1833 ... 

21 

1833-34 

16 

1874 ... 

5 

1887 

8 

1860-61 

27 

1837-38 

4 

1879 ... 

5 

1892 

5 

1869-70 

9 

1860-61 

23 

1888-90 

9 

1897 

5 

1877-78 

8 

1868-69 

8 

1897 ... 

9 

1900 

3 

1887-88 

10 

1877-78 

9 

1900 ... 

3 

1908 

8 

1891-92 

4 

1887-88 

10 

1907-08 

7 

1915 

7 

1897 ... 

6 

1891-92 

4 

1916 ... 

8 

• • ■ 


1900 ... 

3 

1897 ... 

6 




... 

1908-09 

8 

1900 ... 

3 

... 


... 

... 

1915 ... 

7 

1908-09 

8 


••• 

... 

... 

... 

... 

1915 ... 

7 


* Drought but “ apparently X 30 famine 






iLudhlana. 
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